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on  the  state's  policy  ohoices,  regime  theory,  however,  fails 
to  recognlte  the  importanoe  of  factors  such  as  the  doxestio 
structures  that  condition  the  extent  of  the  state's  policy 
autonomy  and  its  iupaot  on  the  strength  of  the  regime. 

This  study,  therefore,  analyses  the  interactions  between 
domestic  and  international  deteminanta  on  state  behavior  from 
a perspective  of  domestic  politics.  The  cases  studied  In  this 
project  include  the  General  Agreement  on  Tariffs  and  Trade  as 
the  world  trade  regime  and  international  trade  In  automobiles. 
The  role  of  the  American  state  in  the  formation  of  regimes  and 
regime  change  has  been  particularly  explored  by  a study  of  a 
number  of  major  declalons  concerning  the  world  trading  system 
and  trade  in  automobiles. 

The  major  findings  of  the  study  show  that  the  maintenance 
of  the  trade  and  automobile  regimes  depends  largely  on  the 
Bupport  of  the  major  etates  of  tba  regime,  to  which  American 
leadership  committed  to  the  liberal  international  trade  ia 
crucial.  The  study  concludes  that  international  regimes  have 
great  potential  to  facilitate  cooperation  among  states  to  deal 
with  global  problems  In  an  era  of  hegemonic  decline. 


pioneering 


Nations 


Morgenthau  in  1949.  Althougb  assunptions  of  political  realism 
vary  among  students  of  international  politics,  all  agree  that 
the  concept  of  the  state  is  central  to  power  politics. 
Political  realien  aesumes  that  states  are  the  major  unitary 
actors  in  international  politics,  struggling  for  interest 
defined  in  terms  of  power.  States  have  a monopoly  of  military 
force  and  can  legitimately  use  it  in  an  international  state  of 
war  to  safeguard  national  survival,  which  is  considered  as  a 
minimum  rsguirement  of  and  identical  to  national  1 


When  the  Cold  War  era  ended,  however,  and  detents  became 
the  norm  governing  the  relationship  between  the  United  States 
and  the  Soviet  Union,  the  idea  of  using  military  force  as  a 
means  to  promote  and  preserve  national  interest  was  cautiously 
restrained.  In  what  is  known  as  "low  politics,"  consisting  of 
economics,  raw  materials  acquisition,  and  communication,  the 
use  of  military  force  by  the  state  to  achieve  maxisum  gains 
seemed  to  be  impossible.  Horeover,  when  economic  conflicts 
between  states,  espscially  betwssn  industrialized  democracies, 
are  at  issue,  it  becomes  even  unthinkable  to  solve  differences 
by  military  force.  Vet,  trade  issues  appear  to  be  more 
menacing  to  their  relations  than  the  uneven  dietribution  of 


“See  Hans  J.  Morgenthau,  Plenties  amono  NatiPM.L_The 

Knopf,  1976),  S3.  Also,  Kenneth  N.  Waltz,  Theory  of 

international  Politics  (New  York:  Random  House,  1979),  134. 


agendas 


nilitary  security  have  often  dominated  the 
meetings  involving  advanced  industrial  countries. 

In  addition,  the  entanglement  of  trade  benefits  and 
national  interest  has  made  trade  policy  identical  with  foreign 
policy.  Although  concessions  of  economic  benefits  made  by  a 

related  to  that  state's  national  survival,  the  state  might  be 
forced  to  calculate  freguently  and  consider  the  possible 
impact  on  the  affected  eocietal  sectors.  A state's  foreign 
policy,  therefore,  may  be  affected  if  domestic  interest  groups 
feel  that  they  are  being  hurt  by  unfair  practices  cf  foreign 
countries  and  try  to  influence  the  state's  foreign  policy.  In 
this  sense,  trade  policy  is  often  regarded  as  foreign  policy.' 

Hence,  for  the  concept  of  the  state  to  be  useful  in 
regime  theory,  political  realists'  definition  of  the  conoept 
needs  to  be  refined  to  take  into  account  the  increasingly 


international  trade  regime  if  econo 
of  production,  distribution,  and 
services  in  a given  economic  sector 
analysis. 


itween  states  and  t 
mic  factors  such  as  leva 
consumption  of  goods  a 
are  incorporated  into  t 


•Richard  H.  Cooper,  "Trade  Policy  as  Foreign  Policy,"  in 
U.S.  Trade  Pollclea  In  a chancing  World  Economy,  ad.  Robert  M. 


A-Coneeptualltatlpn  ot  Internatianal  Regina 

Because  econoaic  interdependence  anong  na 
great,  the  study  o£  international  relations  has 
a new  phase.  Regiae  theory  has  been  borrowed  from 
international  laws  and  has  become  a competing  conceptual 
framework  for  analysing  and  comprehending  international 
relations.  The  purpose  of  regime  theory  is  to  help  understand 
order  in  world  politics  and  the  behavior  of  states  in  a 
systemic  way. 


A common  definition  of  regimee  has  been  agreed  upon  by  a 


group  of  pioneers  in  the  field: 

Regimes  can  be  defined  as  sets  of  implicit  or  explicit 
principles,  norms,  rules,  and  decision-making  procedures 

area  of  international  relations.  Norms  are  standards  of 
behavior  defined  in  terms  of  rights  and  obligations. 
Rules  are  specific  prescriptione  or  proscriptions  for 
action.  Decision-making  procedures  are  providing 
practices  for  making  and  implementing  collective 


Almost  all  international  agreements  concerning  a specific 
issue  or  issue  area  are  referred  to  as  international  regimes. 
The  General  Agreement  on  Tariffs  and  Trade  (GATT)  concerning 
international  trade  has  been  referred  to  ae  the  international 
trade  regime.  The  organiaation  of  Petroleum  Exporting 
countries  (OPEC)  is  referred  to  as  the  oil  regime.  Yet  a few 
criteria  distinguish  a regime  from  a nonregime.  First,  for  a 


^Stephen  D.  Xrasner,  ed. , Intarnational  Regimes  (Ithaca: 
Coimell  University  Press,  igS3)  , 3.  The  origin  of  the  text  of 
this  edition  appeared  in  the  Spring  1982  issue  of 
International  Oreaniratlon.  which  is  entirely  devoted  to  the 
subject  of  international  regimes. 


d decision  oaking.  A regime  c 
if  states’  behavior  is  based  on  their  independent  d 
Second,  the  main  objective  of  their  interactions  must  be  to 

aversions.  Third,  their  interactions  must  aiiov  expectations 
to  converge.'  Accordingly,  the  united  Nations  is  not  a regime, 

independent  decisions  but  also  because  "beabership  generates 
no  convergent  expectations  that  constrain  and  shape  subaeguant 


An  even  broader  definition  of  regimes  is  that  "in  its 
original  formulation  ’regime’  referred  to  the  agreements  made 
between  states  ...  or  even  implicit  agreements  never 
formally  expressed  in  a treaty  or  an  institution. 

The  international  automobile  trade  has  never  been  subject 
to  multilateral  negotiations  as  was  textile  trade  under  the 
Kulti-Fiber  Arrangement  (KFA) . Also  there  does  not  exist  a 
standing  organization  overseeing  the  international  trade  in 
autos.  Yet,  I regard  the  international  trade  in  autos  as  an 
international  regime  for  the  following  reasons.  First,  trading 


'Stein,  "Structural  Perspective,"  300-31$. 


■Ibid.,  318. 

■ousted  in  Susan  Strange  and  Roger  Tooze,  ’’Introduction,” 
in  The  international  Polities  of  Surplus  Capacity,  es.  Susan 
Strange  and  Roger  Tooze  (London:  George  Allen  t Unwin,  1981), 
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and  transfom?  What  causes  regiaas  to  change?  fCi 
international  regines  as  stable  and  persistent  a: 
assubed? 

Regimes  are  often  analyzed  only  at  the  system  level.  From 
a system  level  perspective,  change  in  regimes  are  mainly 
caused  by  the  asymmetrical  distribution  of  capacities  among 
actors  in  an  international  regime.  Yet  what  capacities  they 
referred  to  have  not  been  specified.  For  example,  do  changes 
in  the  distribution  of  military  power  cause  changes  in  the 
international  trading  system?  If  eccnomic  power  is  specified 
as  a major  factor  to  explain  regime  change  in  international 
trade,  how  much  should  the  distribution  of  economic  power 
need  to  change  to  have  a significant  impact  on  the  regime? 

Keohane  contends  that  the  demand  for  international 
regimes  is  partly  based  on  the  aspiration  of  actors  to  avoid 
burdensome  costs  and  uncertainty  in  the  future  and  to  reduce 
confllcte  of  interests  and  partly  based  on  actors'  calculation 
of  benefits  they  would  receive  by  participating  in  the  regime. 
What  Keohane  has  called  "exit"  alwaye  remains  as  an  option  to 


enable  the  actors  to  cease  participating.^* 

In  many  international  organizations,  states,  more 
powerful  ones  in  particular,  have  employed  special  voting 
mechanisms  to  Keep  their  national  interests  and  sovereignty 
from  being  violated  by  the  organization's  dscisions.  Some 


Regimes,"  in  Krasner,  ed.. 


"The  Demand  for  International 


voting  rules  have  suggested  this  safeguard  nechanlsn  which 
spans  from  the  e:<treme  rule  for  guaranteeing  national 
sovereignty  to  the  rule  of  simple  majority  based  on  the 


principle  of  "one  nation-one  vote."  It 
Honetary  Fund  <IKF) , for  example,  the 
participating  nation  is  proportional 
contributions  to  Che  organisation.'^ 


It  the  International 
voting  power  of  a 
to  its  financial 


of  international  regimes . "Pegimea  are  not  only  a means  by 
which  a state  can  control  outcomes  abroad  by  influencing  the 
behavior  of  other  states  but  also  a means  by  which  states  can 
Increase  their  power  at  home  by  means  of  agreements  with  other 
states  about  bow  economic  activities  are  to  be  regulated,  and 
by  whom."'^  Since  the  purpose  of  regimes  is  to  provide  order 
in  which  collective  goods  for  pxiblic  goods)  are  offered  and 
from  which  all  participants  are  supposed  to  be  able  to 
benefit,  states  maintain  their  major  role  in  the  process  of 
regime  creation  and  trensfomatlon. 


A Concemtualitation  of  the  State 

The  conceptualisation  of  a state  could  vary  depending  on 

Yet  to  conceptualise  a state  from  legalistic  and  functional 


'‘Bruno  3.  Frey,  International  Political  Economics 
: Basil  Blackwell,  19S4),  143-147. 

“Strange  and  Toose,  "Introduction,"  7. 


perspectives 


useful  because 


cut  acrcss  historical  and  cultural  boundaries. 

The  state  as  instrument  of  a ruling  class  was  a 

analysts  have  different  perceptions  of  the  state  than 
olassical  Marxists.  The  pluralist  state  was  defined  as  an 


: groups  conpete.  Corporatist  states 
aainly  refer  to  states  that  incorporate  a single  ruling  party 
or  a Dllitary  regime  with  societal  groups  created  by  the 
state.  Heocorporatist  models  of  the  state  were  used  to 
describe  the  close  relations  between  government  bureaucraoies 
and  business  groups  in  many  West  European  nations. 

However,  as  Nordlinger  contends,  to  avoid 
metaphyeical  fallacies  one  hae  to  mahe  individuals  central  to 
the  definition  of  the  state.  In  so  doing,  state  preferences 
can  be  realiaed  because  only  individuals  have  preferences  and 
take  actions  or  simply  keep  Inactive  to  fullfil  their 
preferences.  Therefore,  Nordlinger  considers  the  state  'all 
those  individuals  who  occupy  offices  that  authorize  them,  and 
them  alone,  to  make  and  apply  decisione  that  are  binding  upon 


made  up  of  and  limited  to  those  individuals  who  are  endowed 
with  Bociety-wide  decision-making  authority."'* 


“Eric  A.  NcrdUnger,  On  the  Autonomy  of  .the_Pemoctatie 
state  (Cambridge:  Harvard  University  Press,  1981),  11. 


"State  autonony,  " NorSllnger  notes,  "nay  be  operationally 
defined  In  terms  of  tbe  overall  frequency  with  which  state 
preferences  coincide  with  authoritative  actions  and  inactions, 
the  proportion  of  preferences  that  do  so,  the  average 
substantive  distance  between  state  preferences  and 
authoritative  actions,  or  some  oonbination  of  the  three. 
Thus,  the  degree  of  state  autonony  within  an  international 
regime  can  only  be  understood  by  examining  the  dual  role 
played  by  the  state,  the  state’s  relations  with  its  own 
society,  and  the  interactions  between  the  state  and 
international  regimee. 

Hordlinger  claims,  "Both  state  and  societal  structure  do 
much  to  facilitate  the  maneuverability  of  public 

diepoeal  such  as  diverting  financial  resources  to  other 
programs  to  break  up  group  cohesiveness  and  thereby  reduce 
group  pressure  on  the  state.  The  societal  structure  of  a 
liberal  state  also  offers  room  for  public  officials  to 
maneuver  becauee  of  its  "numerous  access  points  and  decision 
sites."  The  intermediate  role  played  by  the  state  in  mediating 
conflicts  of  interest  among  groups  also  provides  opportunities 
for  public  officials  to  press  tor  their  preferences,  all  of 
these  contribute  to  the  autonomous  actions  of  the  state. 

■>lbid. , 20. 

■»Ibid. , 155. 


its  imports  when  necessary  without  feering  the  consequences  of 
retaliation  by  the  exporting  countries. =• 

Yet  what  causes  a strong  state  to  take  aotion  against 
international  constraints?  would  different  perceptions  of  the 
state's  decision  makers  lead  to  different  methods  of  coping 
with  a given  international  trade  problem?  As  strange  and  Tooze 
contend,  "Until  we  know  whether  states  consider  their  national 
interests  to  be  vitally  Involved  in  the  fortunes  of  a 
particular  sector  we  cannot  positively  hope  to  analyse  the 
pressures  and  constraints  they  are  likely  to  put  on  the  forces 
of  the  market,  either  directly  in  national  regimes  or  through 
international  bargaining."** 

The  heoemonic  theory 

The  theory  of  hegemonic  stability  has  been  illustrated 
in  works  by  Robert  Gilpin  (1975),  Stephen  □.  Xrasner(l97B) , 
Charles  P.  Klndleberger  (1973),  and  others.  Kindleberger 
stresses  the  necessity  of  leadership  in  maintaining  the 
effectiveness  and  stability  of  the  international  economic  and 
monetary  systems.  To  support  his  thesis,  he  points  to  Britain 
in  the  nineteenth  and  early  twentieth  century  and  the  United 


'•David  B.  Yoftie,  Power  and  Protectionism  (Hew  York: 
Coliunbia  University  Press,  1963) , 208-209. 

Tooae,  "Introduction,"  1991,  11-12. 


•strange  and 


States  In  the  period  between  1945  and  1953.  The  hegesonic 
state  has  to  asBume  the  burden  of  making  the  system  work. 
According  to  Kindleberger,  it  was  the  inability  of  Britain  to 
continue  performing  a leadership  role  and  the  unwillingness  of 
the  united  States  to  take  such  a role  that  contributed  to  the 


world  depression  beginning  in  1929.^ 

The  theory  of  hegemonic  stability,  further  developed  by 
Robert  0.  Keohane  (1984),  is  based  on  this  assumption  of 


skewed  distribution  of  state  power.  Keohane  assumes  that  the 
decline  of  a hegemony  is  a major  factor  influencing  regime 
change.  The  "long  decade"  of  American  hegemony  from  1947  to 
1953  has  been  cited  as  an  example  to  validate  the  above 
assumption.  During  that  period,  the  United  States  with  its 
enormous  economic  capabilities,  superior  military  power,  and 
political  dominance  was  able  to  maintain  a stable 
international  political  and  economic  order.  Gilpin  similarly 
suggests  that  the  strong  dollar,  supremacy  of  nuclear  power, 
and  the  entrenchment  of  the  American  multinational 
corporations  have  constituted  three  pillars  of  American 
hegemony  in  the  immediate  post-world  War  II  period. 


after  World  War  II  is  another  illustration  of  hegemonic 


"Charles  p.  Kindleberger,  The  World  in  Depresslcn  1929- 
1939  (Berkeley  and  Los  Angeles:  University  of  California 


^'See  Robert  Gilpin,  U.S.  Power  and  the  Wultlnatlonal 
Investment  (New  York:  Basic  Books,  1975). 


cooperation.  According  to  Keohane,  although  the  American 
government  had  tailed  to  achieve  an  intergovernmental  cartel 
dominated  by  an  Anglo-American  agreement  to  control  Saudi  oil, 

Texaco  to  gain  a strong  foothold  in  Saudi  Arabia  in  1946,  The 
American  government  vae  aleo  interested  in  Iranian  affaire  to 
secure  its  own  Interests.  Iranian  premier  Mohammed  Mossadegh, 

controlled  by  the  British,  was  overthrown  by  the  Shah  with  the 
aid  of  the  U.5.  Central  Intelligence  Agency  in  1953.  American 
oil  firms  gained  substantial  shares  of  Che  Iranian  operations 

Hegemonic  theory  based  on  "economic  oompetitiveness  and 
general  macro-economic  conditions"  has  helped  in  understanding 
both  the  "importance  of  collective  goods  and  autonomous 
behavior  by  government  officials."”  Vet  the  theory  seems 
inadeguate  to  account  for  the  international  eoononic  situation 
and  American  trade  policies  in  the  1970s  and  early  1980s.  Kany 
of  the  international  regimes  are  still  functioning  even  though 
the  American  economic  capacities  were  in  decline. 

Keohane  recogniies  that  "the  hegemonic  stability  theory 
does  not  explain  recent  changes  in  international  trade  regimes 


as  vail  as  it  explains  changes  in  oil."^®  He  goes  further, 
suggesting  that  "most  sajor  forces  affecting  the  trade  regine 
have  little  to  do  with  the  decline  of  U.S.  power.  For  an 
adequate  explanation  of  changes  in  trade,  donestic  political 


Theory  of  surplus  capacity 

Another  major  competing  theory  to  explain  when  and  how 
regime  change  occurs  is  the  theory  of  "surplus  capacity" 
presented  by  Susan  strange  and  others.  Acoording  to  Strange, 
surplus  capacity  is  "a  situation  in  which  demand  is 
insufficient  to  absorb  production  at  prices  high  enough  both 
to  maintain  employment  and  to  maintain  profitability  for  all 
the  enterprises  engaged. The  theory  of  surplus  capacity 
suggests  that  a situation  in  which  many  major  nations  in  the 
regime  face  a common  problem  of  excessive  capacity  in 
production  and  not  enough  demand  would  cause  regime  change. 

economic  trends  suggesting  that  a situation  of  surplus 

’^Pobert  O.  Keohane,  "The  Theory  of  Hegemonic  Stability 
and  Changes  in  International  Economic  Regimes,  1957-1977,"  in 
Changes  in  the  International  System  ed.  Ole  R.  Holsti, 
Randolph  H.  siverson  and  Alexander  I,.  Seorge  {Boulder: 
Hestview  Press,  1980),  154. 

’’Ibid. 

’"Susan  Strangs,  "The  Management  of  Surplus  capacity:  Or 
HOW  Does  Theory  Stand  up  to  Protectionism  1970e  Style," 
International  Orcanltatlon  33  (Summer  1979):  304. 


changes  of  the  international  economic 
technology  needed  for  production  is 
Conseguently,  it  is  beconing  more 
production  process  flexible.  Second. 


i fundamental  structural 
system.  First,  advanced 
. costly  for  producers, 
difficult  to  make  the 


:eal,  and  shipbuilding  find  that  many  other  sectors  are  in 
le  market  has  became  more  intensive.  Third,  the  rapid  growth 


competition  of  their  products  with  those  of  developed 


problem  cf  surplus  capacity.^* 

Strange  contends  that  it  would  be  hard  to  put 
International  agreements  into  force  if  participating  states 
realized  that  the  agreements  would  not  protect  their 
Interests.  Having  analyzed  three  major  sectors  of  the  world 
economy — textiles,  steel,  and  shipbuilding--Strange  concludes 
that  voluntary  restraint  agreements  (VRA]  and  orderly 
marketing  agreements  (OMA)  do  not  hold  the  key  to  the  problem 
of  surplus  capacity  because  no  nation  would  behave 


benevolently  at  the  expense  of  its  own  interest.  The  frequent 
failures  in  reaching  agreements  concerning  textiles  are  a case 
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Moreover,  according  to  Strange,  tbeee  problems  have  not 
only  happened  to  labor-intsneive  industries  but  increasingly 
have  spread  to  capital-intensive  industries  that  require 
advanced  technology  such  as  the  automobile  industry. 
Increasingly  protectionist  measures  adopted  by  states, 
strange  adds,  seem  to  reflect  resistance  to  profound 
structural  change  of  the  International  political  economy 
rather  than  a reaction  to  a temporary  phenomenon  of  world's 


! recession  of  the  1970s.  It  is  thus  argued  that 
surplus  capacity  would  eventually  erode  the  liberal 
international  trade  system  that  has  prevailed  in  the  postwar 

nations  and  companies  cannot  work  out  an  international 
agreement  to  share  a market  orderly. 

Surplus  capacity  and  declining  hegemony,  which  have  been 
regarded  as  exposing  "the  possibility  of  a sequence  in  the 
development  of  trade  and  investment  crisis,"  are  also 
considered  by  some  as  ma^or  factors  in  causing  the 
transformation  of  the  international  auto  regime.  In  their 
study  of  the  international  automobile  trade,  Peter  F.  Cowhey 
and  Edward  long  conclude  that  three  variables  preconditioned 
the  sustenance  of  the  regime.  First,  the  support  of  u.s.  firms 
rather  than  hegemonic  power  is  essential  for  regime 
maintenance.  Second,  major  actors  of  the  regime  still  benefit 
from  maintaining  the  current  regime.  Third,  few  players 


"defect"  from  the  reglne,  and  the  nuoiber  of  major  players  does 
not  change  rapidly. Based  on  their  reasoning,  they  contend 
that  hegenonlo  deoline  can  only  increase  the  possibility  of 
the  oondition  of  surplus  capacity  which  would  induce  regime 
change.  Hence  they  conclude  that  "in  itself  the  variable  of 
hegemony  cannot  explain  change  in  a regime."’* 

Cowhey  and  Long  maintain  that  "surplus  capacity  proves 
more  effective  than  hegemony  in  predicting  not  only  the  timing 
of  the  developed  countxiee'  responses  to  the  rise  of  surplus 
capacity  (in  Europe  by  the  mid-1970s  and  in  the  United  States 
by  1980)  but  also  the  rise  of  protectionist  measures  in 
developed  countries  by  the  late  1970s,  with  European  countries 
responding  first  to  the  respective  production  crises."”  But 
it  remains  uncertain  how  the  theory  of  eurplus  capacity  could 
explain  European  nations'  strict  limitations  an  the  import  of 
Japanese  autos  in  the  early  years  of  the  regime  formation  when 
the  problem  of  eurplus  capacity  was  not  evident.  For  example, 


to  two  thousand  annually. 

Surplus  capacity  as  a variable  to  explain  the 
transformation  of  the  regime  can  at  best  be  partial.  Two 
important  factors  have  been  pointed  out  to  suggest  the  main 


”Peter  F.  Cowhey  and  Edward  Long,  "Testing  Theories  of 
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3 overcapacity  c 


features  of  maturity 
First,  developing 
have  recently  introduced  the! 
market,  second,  the  economic 
and  slow  economic  growth  in  Japan 
I9S0S  have  caused  a decline  in  the  demand  for  autos  in  ' 
two  largest  domestic  auto  markets  in  the  world,  and  the 
firms  in  these  two  countries  have  cut  their  production 


' industry. 
Yugoslavia 
h American 


Yet,  unlike  the  steel  industry,  whoee  product  is  not 
easily  differentiated,  according  to  Okumura,  automobiles  oan 
be  categorized  as  "commodity”  goods  and  "specialty"  goods. 
Accordingly,  "the  auto  industry  still  offers  considerable 
potential  for  the  pursuit  of  niche  markets."^  And  the 
problem  of  overcapacity  could  be  overcome  by  expanding  niche 
market.  As  okumura  claims,  "a  constant  striving  to  tap  new 
niches  with  better  guality  and  lower  cost  certainly  ought  to 
help."®* 


From  structuralist  perspectives,  international  regimes 
are  self-persistent.  As  Xrasner  proclaimed,  once  regimee  are 
created,  they  may  assume  a life  of  their  own.  In  other  words, 
regimes  are  regarded  as  autonomous  entities.  And  the  autonomy 


®®Ariyoshi  Okumura,  "Overcapacity  in  the  Global  Automotive 
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of  regiaos,  according  no  Xrasner,  "is  doprivad  froa  lags  and 
feedbacks."  There  are  reasons  contribuCing  to  the  persistence 
of  regimes  such  as  "custom  and  usage,  uncertainty,  and 
cognitive  failing. But  if  one  state  is  uncertain  about  the 
possible  consequence  of  upsetting  an  established  regime  and 


thus  tends  to  support  it.  then  how  can  one  explain  the 
decision  of  the  Nixon  administration  to  end  the  Bratton  Woods 
system,  which  had  bean  successfully  regulating  postwar 
international  monetary  relations?  The  u.s.  government 

Krasnsr  believes  that  regimes  will  undergo  drastic  change 
a distribution  of 
develops  rapidly. 

' explanation  seams  to  be  inadequate  to 

19706  and  the  transformation  of  the  international  trade  regime 


cs  on  international  regimes  have  offered  a 
great  deal  of  understanding  of  the  transformation  of  regimes 
from  system-level  perspectives.  Yet,  domestic  factors  were 
neglected  in  those  studies.  In  this  research  1 therefore 
intend  to  provide  a complementary  analysis  of  the 
international  automobile  regime  by  focusing  on  domestic 
politics  of  tbs  United  states  and  its  interaction  with  regime 
constraints. 


’’Krasner,  International  Regimes. 


Anerican  dosestic  political  and  econoaic  variables  in 
explaining  changes  in  international  trade  reginee.  Keohane’s 
ideas  have  been  aentioned  before.  Strange,  vho  Is  one  of  the 
leading  critics  of  the  concept  of  international  regimes, 
contends  that  it  nay  eventually  turn  out  to  be  an  academic 
fad.  Vet  Bhe  continues  to  have  faith  in  American  hegemony. 
Strange  asBerte  that  the  decline  of  American  hegemony  is  a 
myth  because  neither  Europe  nor  Japan  could  egual  America’s 
performance  across  all  four  international  structures: 
security.  production.  finance.  and  Xnovledge.  Strange 

so-called  international  regimes  than  the  decline  in  American 
hegemonic  power  lies  within  the  American  political  system 
rather  than  the  role  of  the  united  states  in  the  international 


Leadina  Propositions 

Previous  works  on  international  regimes  tended  to  view 
the  interactions  between  a regime  and  states  from  a systemic 
perspective.  They  stressed  how  the  regime  can  constrain  the 
behavior  of  states  and  contended  that  states  use  their 
obligations  to  the  regime  as  a shield  against  domestic 
political  pressure.  I do  not  deny  the  aignificance  of 


’‘Susan  strange.  "The  Parslstent  Myth  of  I.ost  Hegemony." 
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structural  ccnatraints  of  ths  rsgise  over  the  behavior  of  the 
state.  Yet  overreliance  on  structural  restraints  tc  explain 
the  stability  and  change  of  the  regime  nay  impede  our 
understanding  of  the  inportance  of  the  state  as  an  autonomous 
entity.  International  regimes  may  in  some  cases  be  forced  to 
reconcile  with  the  concern  of  domestic  politics  of  etates.  As 
Strange  and  Tooze  have  claimed,  “By  putting  so  much  emphasis 
on  state  sovereignty,  rather  than  autonomy,  it  grossly 
overstated  the  ability  of  most  nation*Btates  to  do  exactly  as 
they  pleased,  both  domestically  and  internationally.*^' 


which  may  lead  to  e 
autcncmously  in  1: 
politics,  on  one  h^ 


international  regimes 


domestic 

advances 


society  in  general  and  t 
competition  in  particular 

will  depend  on  the 

automobile  trade  re. 
act  on  this  conssnsus  and  increase  its  degrsa  o 
instance,  if  Congress,  large  auto  companies, 
Auto  workers  (DAW]  reach  an  agreement  and  to 


is  to  weigh  its  relations  to  the 
the  industries  hurt  by  foreign 
I its  decision-making  process, 
he  degree  of  the  state’s  autonomy 
domestic  politics.  In  this 
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coalition  vhoae  objectives  are  different  from  that  of  the 
executive,  then  It  will  be  extremely  difficult  for  the 
executive  branch  to  translate  its  preferences  into 
authoritative  actions.  Conse^ently,  the  autonomy  of  the  state 
in  policy*meking  say  be  constrained,  and  the  possibility  of 
regime  change  tends  to  be  higher  when  the  state  refuses  to 

Vet,  if  a rough  coalition  cannot  be  formed  by  all  parties 
concerned,  the  state  enjoys  a high  degree  of  autonomy  in  its 
actions  and  the  regime  could  be  strengthened  by  the  state’s 
willingness  to  abide  by  the  rules  of  the  regime. 

Ths  theory  of  hegemonic  stability  argues  that  regimes 
change  when  the  hegemonic  power  is  in  decline.  Yet,  this  case 
study  will  show  that  regime  transformation  and  regime  collapse 
do  not  necessarily  depend  on  the  decline  of  hegemonic  power 

hegemonic  state  then  with  the  overall  decline  of  the  hegemonic 


Methodology  and  case  Selection 
This  study  seeks  to  contribute  to  a broader  understanding 
of  the  political-economic  relation  between  states  by  sxamining 
ths  interactions  between  international  regime  constraints  end 
dynamic  domestic  politics  and 
intermediate  variable  between 


by  introducing 


will 


Sgispsf#=l 


often  regarded  ai 
e usually  able  ti 


Second,  because  the  autonobile  industry  is  a powerful 
econonic  sector,  it  has  the  power  to  influence  public 
policy-naking.  The  selection  of  this  case  provides 
opportunities  further  to  examine  the  assumptions  of  society 

important  knowledge  about  the  behavior  of  the  state  in  a 
democratic,  pluralist  society. 

Third,  national  security  policies  are 
an  insulated  policy  area.  Decision  makers  a 
act  autonomously  with  little  outside  1 
automobile  case  will  reveal  that  although  public  officials  nay 
not  be  able  to  act  as  autonomously  in  such  domestic  natters  as 
they  do  on  military  natters,  they  are  not  completely  sublect 
to  the  influence  of  the  interest  groups. 

fragmentation  of  power.  The  study  of  American  national 
politics  tends  to  build  upon  a society-centered  model.  The 
model  assumes  that  since  national  power  is  dispersing. 
Interest  groups  have  access  to  intluenos  public  policy-making. 
Various  interest  groups,  therefore,  become  the  focal  point  of 
the  study  of  public  policies.  Yet  Hordlinger  has  pointed  out 
several  flaws  in  the  society-centered  model.  He  argues  that 
the  dispersed  power  of  the  American  government,  designed  by 
the  American  founding  fathers  and  creating  a system  of  checks 
and  balances,  does  not  necessarily  mean  that  various  groups  in 
society  will  have  power  in  the  process  of  national  policy- 


making.  On  the  contrary,  the  wide  access  to  public  authority 
given  to  interest  groups  may  provide  publlo  officials  with 
opportunities  to  maneuver  and  press  for  their  preferences.” 
Even  though  we  cannot  ignore  the  significance  of  interest 
groups  in  a flemoeratie  polity,  overemphasis  of  their  influence 
on  decision  makers  nay  in  our  case  lead  to  a partial 
understanding  of  how  foreign  economic  policies  are  made. 
Foreign  economic  policy  making  is  traditionally  considered  ae 
the  domain  of  bureaucracies,  trade  policy  in  particular, 
because  of  its  characteristics  of  friction,  detail,  and 
routine.  Unlike  international  monetary  policy,  which  is 
regarded  as  not  having  much  to  do  with  interest  groups  and 
which  is  usually  made  in  an  insulated  environment,  trade 
policy  entangles  many  pressure  groups  and  public  officials. 


including  members  of  congress,  yet,  as  economic  welfare 
assumes  a more  prominent  place  on  the  national  policy  agenda, 
the  issue  of  trade  policy  will  increesingly  gain  the 
executive's  attention,  an  obvious  example  is  the  Carter 
administration's  decision  to  grant  a loan  of  $1.5  billion  to 
the  Chrysler  Corporation  in  1979. 

Major  policies  concerning  the  automobile  industry  are 
initiated  by  the  White  House  in  coneultetion  with  Congress  end 
in  advice  from  a few  federal  agencies,  including  the 
International  Trade  Commission  (ITC)  and  the  Departments  of 
State,  Treasury,  and  Commerce.  This  case  etudy  on  the  behavior 
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of  the  American  state  will  focus  particularly  on  the 
perspectives  of  the  leaders  of  those  institutions. 
Interactions  between  the  executive  and  legislative  branches  on 
trade  issues  will  be  examined.  The  linkages  between  the  auto 
issue  and  other  issues  will  also  be  discussed  in  the  context 
of  broader  bilateral  relations  between  the  United  States  and 
Japan.  Actions  taken  by  a major  national  union,  such  as  UAW, 
and  big  auto  companies  to  safeguard  their  own  interests  will 
also  be  examined. 


An  Alternative  Approach 

As  Strange  argues,  any  discussion  of  contemporary  issues 
of  international  public  policy  would  lack  a conceptual 
framework  unless  a structural  or  sectoral  approach  is 
applied. A sectoral  approach  examines  questions  such  as 
the  nature  of  the  product,  the  factors  affecting  producers  and 
consumers,  the  political  implications  of  the  industry's 
relative  economic  strength,  and  the  concern  of  governments  and 
their  intervention,  since  these  questions  would  affect 
national  policy-making  and  therefore  reflect  on  a nation's 
diplomatic  efforts.  Strange  claims  that  "analysis  of  world 
politics,  it  seems,  can  sometimes  be  batter  conducted  within 
a sectoral  framework  than  within  the  state/state  one.’*' 
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strange  further  argues  that  nost  decisions  concerning  the 
relationship  between  state  and  narhet  are  nade  in  the  context 
of  domestio  polities.  Vet,  to  circumvent  the  pitfalls  of  the 
traditional  statist  approach,  it  Is  iaiportant  to  conceptuallee 
the  state  "not  only  in  terns  of  Its  activities  and 
organisation,  but  also  in  terns  of  Its  relations  to  the 


economy,  to  particular  social  c 
International  system.  The  question 
state  must  be  examined  within  a frami 


autonomy  of  the 
lat  includes  ths 


e elements. 


This  ressarch  will  first  examine  how 
trading  system,  the  General  Agreemant  on  Tariffs  and  Trade 
(GATT]  , was  developed  on  e systems  level  end  from  the 
viewpoint  of  U.S.  domestic  politics.  Although  the  development 
of  the  GATT  spanned  a long  period  of  time,  I will  focus  on 


Because  the  automobile  industry  is  so  Important  in  the 
nation's  economy,  studying  that  industry  in  international 
trade  would  provide  validity  for  the  analyais  of  the 
relationships  between  the  trade  regime  and  the  behavior  of  the 


American  state.  The  most  important  reason  for  selecting  the 
case  of  the  automobile  trade  Is  to  verify  the  hypothesis  and 
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In  addition,  a faw  important  policies  concerning  the 
automobile  industry  will  be  examined  chronologically.  The 
remaining  part  o£  this  section  will  present  background  about 
this  case  study  in  general  through  a conceptual  framework  of 
domestic  politics, 

Onlike  traditional  seourity  policy,  issues  of  foreign 
economic  policies  have  seldom  come  to  the  attention  of  top 
polioymakers  of  the  executive  branch.  Yet,  under  certain 
circumstances,  foreign  economic  policies  do  catch  the 
attention  of  the  president  and  his  advisers.  First,  if  a 
foreign  economic  policy  invariably  involves  concerns  of 
national  interest  or  proposes  to  achieve  a foreign  policy 
goal,  then  top  decision  makers  including  the  president  would 
pay  much  more  attention  to  it.  President  Carter's  dscleion  to 
withhold  several  million  tons  of  grain  from  the  Soviet  Union 
to  protest  the  Soviet  invasion  of  Afghanistan  in  1979  is  an 
example. 

second,  if  a foreign  economic  policy  would  affect 
certain  domestic  economic  sectors  which  are  vital  to  the 
national  economy  as  a whole,  the  president  may  devote  more 
energy  to  the  issue,  as  shown  in  the  case  of  the  automobile 
trade.  Third,  the  president's  personal  interest  in  csrtain 
sconomlc  matters  would  also  have  an  affect  on  policies 
concerning  the  issue. 

since  1979,  Japan  has  been  enjoying  an  enormous  trade 
surplus  with  the  United  States.  Among  those  industries  hurt  by 


Japanese  imports  in  the  late  I970s  end 
hardest  hit  was  the  auto  Industry,  which  (or  the  first  time  in 
its  history  faced  a serious  challenge  from  its  counterpart  in 
Japan.  In  1980  alone,  Japanese  automobile  shipments  to  the 
United  States  reaohed  1.82  million  units  and  claimed  about  20 
percent  of  the  U.S.  auto  marXet  compared  to  4 percent  in  1970. 
In  the  same  year,  the  output  of  the  Big  Three  U.S.  automakers 
(General  Kotors,  Ford,  and  Chrysler]  deollned  by  24  percent  to 
6.4  million  units.  Also  for  the  first  time,  total  U.S. 
automobile  output  fell  below  Japan's  7 million  units. The 
financial  loss  of  the  U.S.  auto  industry  as  a whole  reached 
S4.2  billion.  Hlllions  of  jobs  related  to  the  auto  industry 
were  at  stake,  in  1979,  the  Chrysler  Corporation  was  on  the 
verge  of  bankruptcy. 

The  situation  the  American  auto  industry  faced  was 
described  as  a "crisis.**  Trade  relations  between  the  United 
States  and  Japan  have  been  strained  and  referred  to  as  a 


"trade  war."  The  trade  imbalance  between  the 
also  has  political  implications  for  the 


two  countries 
U.S. -Japanese 


with  the  resources  at  his  disposal  and  the  agencies  at 
his  command,  the  president  is  responsible  for  foreign  eoonomic 
policy-making  and  for  negotiating  with  foreign  powers  on 
eoonomic  matters.  But  because  trade  issues  are  usually 
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trivial,  most  of  them  are  left  to  bureaucracies  to  handle. 
Bureaucracies  have  their  own  Interests  to  protect  and  missions 
to  achieve.  As  Horton  H.  Halperin  says,  "The  name  of  the 
bureaucratic  game  is  ' organitational  interest. Moreover, 
bureaucracies  usually  place  domestic  priorities  over 
international  concerns. 

It  is  not  unusual  for  bureaucracies  that  have  to  protect 
their  clients  to  introduce  policies  that  favor  them.  Only  for 
those  bureaucracies  that  do  not  have  deep  domestic  concerns, 
such  as  the  Department  of  Stats,  do  strengthening  ties  with 
allies  and  maintaining  international  stability  seem  to  be  a 
priority  on  their  agenda. 

confllcte  and  compromises  thus  become  the  eeeence  of 
bureaucratic  politics  on  the  iesue  of  trade.  Yet  not  ell 
issues  necessarily  lead  to  a common  ground  on  which 
participating  parties  can  eventually  agree.  In  the  auto  case, 
the  final  decision  about  restraining  imports  of  Japanese  autoe 
had  to  be  mede  by  the  president  not  only  because  bureaucratic 
bickering  continues  but  also  because  President  Reagan  wanted 
to  fulfill  his  campaign  promises  to  the  autoworkers. 

some  generalizations  about  the  relationship  between  the 
presidency  and  protectionism  have  been  made  in  previous 
studies.  For  example,  Democratic  presidents  in  this  century 
have  been  considered  as  being  more  supportive  of  free  trade, 
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whereas  Bepublle  presidents  tend  to  advocate  greater 
protection.  Two  of  the  Dost  protective  trade  laws  were  signed 
during  Kepubllcan  presidencies:  the  Snoot-Hawley  Act  of  isio 
under  President  Hoover  and  the  Burlce-Hartke  Bill  of  1970  under 
President  Hixon.'' 


It  is  also  argued  that  "the  aiDount  of  protectionist 
pressure  generated  by  each  administration  is  largely  derived 
from  its  nacroecononic  policies."**  henocratic  nacroaconomic 
policies  tend  to  achieve  low  unemployment  and  high  inflation 
that  benefit  labor,  whereas  Republican  macro*policies  favor 
high  unemployment  and  low  inflation.  They  conclude, 
"Republican  presidential  administrations  generate  more 
protection,  while  prolabor  Democratic  administrations  generate 


Unlike  the  president,  whose  constituents  are  the  entire 
nation,  members  of  Congress  are  elected  in  relatively  small 
districts.  Therefore,  they  have  to  be  sensitive  and  responsive 
to  their  constituents.  Congressmen  particularly  have  to  take 
care  of  the  industries  located  in  their  districts. 

It  has  been  widely  believed  that  interest  groups  have 
usuBlly  exerted  influence  ever  laembers  of  congress.  According 
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lasers  (Chrysler  Corporation, 


steel  industry)  that  come  to  Washington  for  help,  and 

governnent  frequently  responds  to  then because  of  their 

evident  hardship,  as  well  as  their  political  power. 

When  an  industrial  alliance  appears  to  be  strong,  the 
influence  of  these  special  interest  groups  goes  beyond  tough 
rhetoric.  The  Ford  Motor  Company  and  the  United  Automobile 
workers  (UAH)  launched  a campaign  to  pressure  the  carter 
administration  to  negotiate  with  the  Japanese  to  restrain 
their  auto  exports.  They  also  asked  the  administration  to  set 
quotas  on  light  truc)cs  and  cars  and  to  increase  duties  on 

Congress  passed  a local  content  bill  which  was  chiefly 
sponsored  by  congressmen  from  states  with  euto  industry 
interests.  Although  the  bill  did  not  become  law,  it  showed  the 
strength  of  the  UAH  in  pushing  Congress  for  the  bill. 

sometimes  only  nominal.  To  protect  Iteelf  from  responding  to 
new  trade  policy  demands,  congress  has  been  able  to  channel 
preeeure  from  interest  groups  onto  the  executive  branch, 
congress’s  threat  to  pass  legislation  to  restrict  Japanese 
imports  is  a case  in  point.  As  has  been  pointed  out,  "The 


’^1.  K.  Destler,  "Protecting  congress  or  Protaoting 
Trade?"  Foreign  Policy  62  (Spring  1986),  98. 


‘’Cohen  and  H 
Policy  in  Action, 


United  States  International  Eeene»i< 


Japanese; 


Interaction  between  Congreaa  and  the  White  House  is  important 

legitimacy . The  autonomy  of  the  state  hinges  on  a 
consensus  among  policy-makers  in  these  two  branches  of  the 
government. 

It  seems  to  be  a persuasive  argument  that  congress  under 
the  pressure  of  interest  groups  was  able  to  get  the  White 
House  to  negotiate  with  the  Japanese  government  for  a 
voluntary  e>:port  restraint  agreement.  Yet,  in  1985,  why  did 
President  Ronald  Reagan  decide  not  to  ask  the  Japanese 
government  to  renew  the  agreement  when  the  efforts  by  interest 
groups  to  push  for  the  renewal  of  the  VRA  before  its 
expiration  on  March  31,  19B5,  was  no  less  than  in  early  1981? 
This  has  posed  a question  that  needs  further  examination:  To 
what  extent  can  the  interest  group  model  explain  the  auto 
iasue?  Would  preferences  of  public  officials  be  an  alternative 
explanatory  variable? 


^^Oeetler,  "Protecting  congress,"  98. 

^‘Alexander  L.  George,  "Ooneetic  Constraints  on  Regime 
change  in  U.5.  Foreign  Policy:  The  Weed  for  Policy 
Legitimacy,"  in  chances  in  the  International  System  ed.  Ole  B. 
Holsti,  Randolph  M.  Sivereon  and  Alexander  L.  George  (Boulder: 
Westviev  Press,  I960),  233-282. 


The  United 


CSAPTER  II 

AS  AM  INTERNATIOHAL  TRADE  RESIHE 


States  emerged  as  the  most  powerful  nation  in 
the  world  after  the  Second  World  Bar,  whereas  the  United 
Kingdoa  was  further  weakened  by  the  war.  The  United  States  had 
a monopoly  on  the  atomic  bomb,  produced  nearly  half  of  the 
world's  industrial  output,  and  enjoyed  the  comparative 
advantage  of  agrieultural  and  industrial  technology.  Although 
the  United  states  held  a large  volume  of  the  world  trade,  it 
was  alarmed  by  rising  protectionism  among  nations  from  the 
early  1930s  through  the  intervar  period.  Having  realiaed  the 


need  to  expand  economic  opportunities  abroad 


administration  made  efforts  to  tear  down  barriers  to 
international  trade. 


A common  concern  about  avoiding  political  confrontation 
that  was  believed  to  be  caused  by  the  mismanagement  of 
international  economic  affairs  was  shared  by  leaders  in  both 
the  united  states  and  the  united  Kingdom,  commitment  to  free 
trade  was  a reflection  of  this  vision  of  several  major 
policymakers  in  the  U.S.  administration.  Cordell  Hull, 
secretary  of  state  in  the  Roosevelt  administration  from  1933 


to  1944,  vas  a staunch  advocata  of  a froa  trads  policy.  Ha 
helped  put  the  Reciprocal  Trade  Agreenent  Act  through  congress 
In  1934. ‘ The  Act  authoriaad  the  president  to  negotiate  with 


foreign  powers  on  the  subject  of  trade. 

A fundamental  difficulty  was  different  perceptions  by 
American  and  British  policymakers  on  how  a postwar 
international  economic  order  should  be  managed.  For  the  United 
States,  a main  target  in  negotiation  was  to  eliminate  the 
British  Imperial  Preference  system,  since  U.S.  policy  was 
focusing  on  exports  rather  than  imports,  U.S.  domestic 
interest  groups  disliked  the  British  Imperial  Preference, 
which  they  considered  would  keep  their  products  at  a 
disadvantage  in  competing  with  British  products  in  the  markets 
of  the  Commonwealth  countries,  A second  target  for  the  U.S. 
government  was  to  reduce  high  tariffs  to  trade  that  was 
prevalent  among  nations  during  the  war  period.  The  British 
objected  to  the  American  demand  that  they  abandon  Imperial 
Preference.  The  British  government  believed  that  Imperial 
Preference  was  important  to  them  politically  and  economically. 
Contrary  to  American  insistence  on  multilateralism,  the 
British  wanted  to  cut  high  American  tariffs.  Since  the  British 
realised  that  they  had  to  maintain  the  system  of  imperial 
Preference  to  secure  their  exports  to  the  markets  of  the 


^see  Thomas  6.  Patterson,  "The  Quest  for  pesos  and 
Prosperity:  International  Trade,  Communism,  and  the  Marshall 
Plan,"  in  PolltlC3_and  Policies  of  the  Truman  Administration 
ed.  Barton  J.  Bernstein  (Chicago:  Quadrangle  Books,  Inc., 


i.ss./'X.;?- 


negotiations 


Agreement  on  Tariffs  and  Trade."  A new  round  of 
convened  in  April  1947.® 

Under  the  leadership  of  the  United  States,  the  General 
Agreement  on  Tariffs  and  Trade  (GATT)  was  signed  6y  twenty- 
three  participating  countries  on  30  October  1947.’  The  GATT 
was  originally  intended  to  serve  as  a interim  document  for 
international  management  of  trade  until  the  Havana  Charter  was 
passed,  Since  that  charter  was  never  ratified,  the  GATT  became 
an  International  trade  regime  from  its  effective  date  of 
January  1948. 


The  common  desire  for  world  peace  following  the  horrible 

following  the  nightmare  of  the  Great  Depression  had  led  major 
powers  such  as  the  United  Kingdom  and  the  United  States  to 
work  together  for  an  international  economic  system.  Aims  were 
set  to  interlink  international  organizations  that  would 
regulate  the  world  economy.  Among  them,  only  the  one  concerned 
with  international  trade  was  not  established.  The 
IntsThational  Monetary  Fund  (IMF)  was  created  to  stabilize  the 
exchange  rate.  The  World  Bank  {International  Bank  for 
Reconstruction  and  Development)  was  establishsd  to  provide 


^Gerard  and  Victoria  Curzon,  "The  Management  of  Trade 

(London:  Oxford  University  Prass,  1976),  146-147. 

’For  text  of  the  General  Agreement  see  General  Agreement 
on  Tariffs  and  Trade,  Baele  Instruments  and  Selected 
Documents.  Thirteenth  Supplement  (Geneva,  1969),  1-76. 


development.  But  In  negotieting  for  a trade  regime,  both 
countries  had  to  take  their  domestic  interests  into  account. 
The  international  trade  regime  was  eventually  created  with 

difliculty  and  domestic  unemployment. 


runctlone  and  Structual  Fea^tuj-e^s  of  the  International  Trade 

The  completion  of  the  GhTT  reflected  the  economic  and 
political  consensus  on  liberaliaing  international  trade.  GATT 
was  able  to  provide  an  international  forum  for  multilateral 
negotiations  on  trade  practices  and  problems.  The  economic 
consensus  assumed  that  the  GATT  would  facilitate  international 
trade  flow,  allow  countries  to  spscialiss  based  on  their 
comparative  advantage,  and  thus  achieve  economic  efficiency 
and  growth.  The  political  oonsensus  assumed  that  economic 
prosperity  through  liberal  trade  would  lead  to  international 


To  understand  the  strength  and  nature  of  the  trade 
regime,  we  have  to  know  whet  the  regime  tries  to  accomplish 
and  what  it  has  achieved  over  tine.  Because  of  the 
protectionism  prevalent  throughout  the  1930s  and  sarly  1940s, 
a substantial  reduction  in  tariff  and  other  trade  barriers 
appeared  to  be  on  the  agenda  of  the  trade  regime. 


the  world's  production  grew  at  3.5  percent  annually  during  the 

Not  only  did  the  GATT  provide  codes  for  international 
trade,  it  also  becane  Institutionalised  over  the  years  with 
headquarters  in  Geneva,  Switserlend.  A permanent  Secretariat 
headed  by  a director  general  was  established  to  watoh  over 
affairs  of  international  trade  by  overseeing  inplenentation  of 
GATT  rules  and  assisting  the  contracting  parties  in 
participating  in  the  GATT  nanagenent.  The  GATT  does  not  serve 
as  an  arbitrator  for  international  trade  problems;  it  does 
provide  guidelines  for  trade  practices  of  individual  oountries 
and  an  international  forum  for  trade  negotiation. 

TO  understand  how  the  GATT  as  an  international  trade 
regime  constrains  the  behavior  of  states  in  trade  policy,  it 
is  important  to  hnow  the  norms,  rules,  principles,  and 

is  the  norms  that  provide  the  foundation  of  a regime  since 
they  constitute  the  general  obligations  and  rights  that  are  to 
guide  states'  behavior  in  deciaion-maXlng  procedure  and  in 
formulating  and  implementing  rules. In  legal  terms,  norms 
can  be  divided  into  two  categories:  substantive  and 


^‘Charles  Lipson,  "The  Transformation  of  Trade:  The 

sources  and  Effects  of  Regime  Change,"  in  International 
Reg  tmes . ed.  Stephen  D.  Krasner,  237-23S.  And  JooR  A. 
Flnlayson  and  MarX  H.  2aoher,"The  GATT  and  the  Regulation  of 
Trade  Barriers:  Regime  Dynamics  and  Functions,  " in  ibid.  , 314. 
“Finlayson  and  Zacher,  "The  GATT  and  the  Regulation," 


procaduraX.  Substantive  noma  prescribe  obligations  and 
rights;  procedural  nonis  use  the  decision-malclng  necbanism  to 
aonitor  iapleaentatlon  of  the  GATT  rules.  According  to 
Finlayeon  and  zacher,  "The  substantive  noras  concern 
nondlscriaination,  liberalization,  reciprocity,  the  right  to 
tahe  safeguard  action.  and  econoisic  developaent.  The 
procedural  noras  relate  to  multilateralisa  and  the  role  of 
states  with  *aajor  interests'  in  trade  relations. 

Multilateral  supervision  is  an  iaportant  procedure  of  the 
GATT.  Any  use  of  the  escape  clauses  should  be  supervised  by 
the  contracting  parties.  A sequence  of  reviews  and 


consultations  i 
are  necessary. 


also  introduced  to  determine  if  nodifications 
As  Gerard  and  Victoria  Curzon  observe,  "The 


GATT  of  1947  relied  heavily  on  procedures  for  the  application 
of  its  substantive  provisions.  Each  rule  was  accompanied  by  an 
exception,  and  each  exception  was  governed  by  a procedure, 
which  was  intended  to  prevent  the  exception  from  swallowing  up 


overall,  GATT  has  been  essential  to  the  multilateral 
trade  system.  Over  time,  four  major  areas  concerning 
international  trade  were  to  be  dealt  with  in  the  Institutional 
and  legal  framework  of  the  GATT.  They  include  tariffs  on 

barriers,  and  the  trade  of  less-developed  countries. 

"Ibid.,  27B. 

*'curaon  and  Ourson,  "The  Manageioent  of  Trade,"  152. 


conduct  oi  trada  is  ' 
trade  practices  spo 


e GATT's  framevorA,  the  code  Tor  the 
I advocate  nondiscrimination.  Therefore, 
.d  be  based  on  the  vost-favored-nation 


clause.  Hutual  benefits  should  reflect  the  essential  rule  of 
reciprocity  in  the  GATT.  Tet  the  concept  of  self'interest  may 
appear  to  be  too  simple  to  explain  regime  oonstraints  on  the 
behavior  of  states.  States’  obligations  to  the  regime  may  also 
help  explain  why  states  comply  with  GATT  rules,  which  1 will 
elaborate  in  later  chapters. 

Uncertainty  about  deviating  from  the  rules  of  the  regime 
may  also  force  states  to  comply.  Reducing  what  Keohane  calls 
the  "organizational  costs”  of  negotiated  agreements  may  also 


provides  an  international  forum  for  multilateral  negotiations, 
the  costs  of  deviating  from  multilateralism  and  engaging  in 
bilateral  talks  may  become  excessive. 

Without  an  international  regime,  the  cost  of  conducting 
various  bilateral  negotiations  and  of  monitoring  them  would 
become  burdensome.  When  many  issues  are  involved,  individual 
countries  may  not  have  enough  personnel  and  expertise  to  deal 
with  them.  Hence  the  General  Agreement  serves  as  an 
international  mechanism  for  sharing  coats. This  may 


**Vinod  K.  Aggarwal,  "The  Unraveling  of  the  Multi-Fiber 
Arrangement,  1981:  An  Examination  of  Intamational  Regime 
Change,"  International  Organization  37  (Autumn  1983):  621. 


did  not  even  obtain  a waiver  from  the  SATT.  They  dlscriainate 
against  nonnembers  and  thereby  violate  the  OATT  principle  of 
nondiscrimination,  even  though  Article  XXIV  permlte 
contracting  parties  to  form  customs  unions  and  free  trade 


According  to  Article  XIX,  a oontraeting  party  is  allcwed 
to  "BsoapB"  from  negotiated  tariff  reductions  if  the  increased 
imports  can  ba  shown  to  ’'cause  or  threaten  serious  injury  to 
domestic  producers."  Despite  the  frequent  applications  by 
states  in  some  major  industrial  sectors  such  as  textiles  and 
apparel,  footwear,  and  steel,  the  enactment  of  escape  clauses 
was  indeed  created  to  avoid  the  breakdown  of  the  GATT.  To 
avoid  encroaching  on  the  autonomy  of  member  states  in  making 
their  policy  to  secure  general  welfare,  the  GATT  took  into 


account  soma  European  countries’  concern  about  the  balance  of 
payment  problem.  As  a result,  the  GATT  recognizes  the  right  of 
a contracting  party  to  "escape"  from  negotiated  tariff 
reductions  under  certain  circumstances. 


The  fact  that  the  GATT  has  done  little  regarding 
agricultural  products  illustrates  this  point.  In  the  case  of 
agricultural  products,  it  was  important  for  states  to  maintain 
their  autonomy  in  setting  policy,  since  the  behavior  of  the 
state  was  related  to  domestic  stability.  Without  taking 
domestic  interests  into  account,  the  legitimacy  of  the  states’ 
policy  made  within  the  frame  of  the  international  trade  regime 
may  be  seriously  guestioned.  It  is  almost  impossible  for 


states  to  fulfill  their  obligations  to  the  regime  without 
weighing  the  cost  which  states  have  to  take  into  account  in 
policy-making.  It  seems  reasonable  to  suggest  that  the  theory 
of  hegemonic  stability  failed  to  explain  why  the  international 
trade  regime  had  to  be  sensitive  about  the  eoveraignty  of 

Sensitivity  to  domestic  interests,  especially  those  of 
agriculture,  was  shown  during  the  formation  of  the  GXTT  and 
afterward.  Yet,  it  was  also  because  of  this  political 
consideration  of  domestic  agricultural  interests  that  the 
United  States  required  the  agricultural  waiver  from  the  GATT 
in  1955.  As  Andrew  Shonfield  has  said,  "No  other  nation  had 

was  concedsd  to  the  United  States  in  1955  to  pursue  domestic 
producer  interests  in  the  whole  field  of  agriculture  or  the 
effect  on  international  trade. 

The  proportion  of  the  national  product  from  tha 
agricultural  sector  in  the  United  States  in  the  early  19S0S 
was  about  i percent,  compared  to  10  percent  of  several  Hestam 
ccuntriee.  Yet,  exports  represented  about  one  guarter  of  the 
net  output  in  agriculture  in  the  united  States  and  about  half 


, ed.  Andrew  Shonfield, 


framework  . . , nultllateralisn  and 


John  Ruggia,  "Hithin  this 
doneetlc  stability  are  linked  and  conditioned  by  one 
another. 

Given  the  fact  that  tariff  reduotiona  on  industrial 
products  were  one  of  the  beet  accompllebiienee  of  the  GATT,  it 
is  not  unreasonable  to  suggest  that  there  vae  a coiuDon 
intereet  in  foreign  trade  for  manufactured  produots  aoong 
nations,  especially  in  the  I9£0s  when  West  European  nations 
became  an  integrated  economic  unit.  Industrial  sectors 
encountered  little  difficulty  in  functioning  within  the 
framework  of  the  GATT.  In  terms  of  agricultural  trade, 
however,  contracting  parties  had  hardly  reached  a consensus, 
regardless  of  the  exietence  of  the  GATT. 

Beaime  Transformation  and  Its  Inolicetions 

The  continuation  of  the  GATT  regime  largely  depends  on 
its  long  evolutionary  procees.  The  theory  of  hegemonic 
stability  claims  that  the  trade  regime  wae  strong  in  the  1950s 
and  1960s  as  ths  United  States  maintained  its  hegemonic 
position.  Hegemonic  stability  theory  also  argues  that  regimes 
will  become  weak  when  the  hegemonic  power  is  in  decline.  In 

protectionist  than  ever,  fet,  in  practice,  the  trade  regime 
was  hardly  in  effect  in  the  period  from  the  creation  of  the 


^’Ruggie,  "International  Regimes,"  221. 


: fonoation  of  lihe  European  Coaunon  Market  in 
into  European  countries  were  subject  to 
quantitative  control  and  exchanges  anong  then  were  bilaterally 
negotiated.  Not  until  the  nid-igsos,  when  nonagricultural 
products  in  intra-European  trade  were  further  increased,  was 
a basis  for  a multilateral  trade  system  laid,^^ 

By  the  late  1950s,  liberalization  of  the  General 
Agreement  began  to  gain  wider  support  from  European  countries. 
With  technological  achievement  and  industrial  innovation, 
manufacturing  industries  were  able  to  achieve  the  scale  of 
economy  by  mass  production.  They  needed  access  to  broader 
markets.  Also,  with  the  aid  of  modern  communication  and  the 
use  of  computers  for  the  first  time  in  history,  the 
globalization  of  marketing  became  possible.  Consumers'  demand 
for  a wider  range  of  choice  and  high  quality  products  also 
made  trade  in  manufactured  products  less  confined  by  national 
barriers. The  recovery  of  the  national  economy  in  the  West 
European  countries  had  raised  the  standard  of  living.  Given 
all  these  changes,  leaders  of  European  countries  became  more 
confident  in  dealing  with  the  issues  of  free  trade. 

This  development  also  led  to  a significant  change  of  the 
means  to  achieve  a substantial  reduction  in  tariffs  in  the  two 
major  rounds  of  negotiations  held  in  the  19B0e.  The  Dillon 


d Curzon,  "The  Management  o 


basically  a classical  approach 


nagoPialilon  procadures  and  cuts  In  tariffs.  Yet,  In  the 
Kennedy  Round,  a linear  or  across-the-board  procedure  becane 
a more  popular  approach  among  contracting  parties.  The  tonser 
approach  was  tlme-oonsusing  and  was  often  net  eupported  by  the 
industries  that  would  be  affected  by  tariff  reductions. 
Several  reasons  have  been  given  to  explain  this  dramatic 

equally,  the  governments  introduced  a linear  method  for  tariff 
reduction  rather  than  continuing  the  product-by-product 
approach,  second,  the  Item-by-item  approach  gradually  showed 
its  uselessness,  because  progressive  tariff  reductions  had 
made  industries  more  aware  of  the  prospect  of  further  tariff 
reductions.  Third,  the  item-by-item  approach  would  push 
members  of  ths  EEC  for  intsrnal  negotiations  end  agreement 
before  the  EEC  could  negotiate  with  other  nations.  This  would 
appsar  to  be  difficult.^® 

However,  more  industrial  trade  has  been  eubject  to 
protectionist  meesuree.  Willy  Kreue  and  Hilfried  Lutkenhorst, 
from  a perspective  of  structural  change,  have  explained  why 
the  rules  of  ths  6ATT  became  violated  more  often.  They  have 
argued  that  inadequate  attention  was  paid  to  the  structural 
changa  of  international  economic  relations.  For  example,  the 
newly  industrialising  countries  (KICsJ , such  as  Brazil, 
Singapore,  South  Korea,  and  Taiwan,  were  gaining  comparative 

^'Ibid.,  175. 


cost  advantages  in  some  aanufacturing  sectors,  state 
interventions  have  played  a significant  role  in  bringing  about 
this  change.  To  avoid  "market  disruption,"  the  west  European 
countries  have  imposed  quantitative  restrictions  on  certain 
imports,  especially  imports  from  Japan  and  the  Nics.'- 

In  advanced  industrial  democracies,  the  state  becomes 


more  important  as  an  intermediary  between  the  society  and  the 
International  trading  system  because  of  its  enlarged  role  in 
the  making  of  industrial  policy.”  with  industrial  policy  the 
state  has  performed  part  of  the  function  that  markets  are 

individuals  and  certain  groups.  The  state's  "political- 
economic"  choice  has  therefore  reflected  the  extent  of  its 
commitment  to  the  welfare  state.”  Evidently,  the  making  and 
implementation  of  such  policies  would  have  an  impact  on  the 
state's  trade  relations  with  oertain  nations  in  particular  and 
on  the  state's  interactions  with  the  trade  regime  in  general. 


=‘See  Willy  Kraus  and  Wilfried  Lutkenhorst,  The  Economic 
Dsvel^ent  of  the  Paeltic  Basin;  . growth  Dynamics.  Trade 


Press,  1-20. 

”?or  a discussion  of  the  role  of  the  state  in  industrial 
policymaking  in  major  advanced  democracies,  see  Peter  J. 
Katzenstein,  ed..  Power  and  Plenty:  Fereian  Economic  Policies 
of  Advanced  Industrial  States  (Madison:  The  university  of 
Wisconsin  Press,  1984],  23-294. 

^^obert  0.  Keohane,  "The  World  Political  Economy  and  the 
Critics  of  Embedded  Liberalism,"  in  order  and  conflict  in 
Contemporary  Capitalism:  Studies  in  the  Political  Economy  of 
western  European  Wations.  ad.  John  H.  Goldthrope  (Oxford: 
Clarendon  Press},  18. 


Aiieriean  leadership  vas  an  important  factor  in  the 
formation  of  the  GATT.  As  the  theory  of  hegemonic  stability 
claims,  a hegemonic  power  is  more  likely  to  contribute  to 
facilitating  cooperation  among  nations  on  which  a regime  rests 

by  the  rules.  Moreover,  the  hegemonic  power  could  also  use 
positive  sanctions—providing  benefits — to  those  who 
oooperate.^*  In  a hegemonic  system,  the  distribution  of  power 
oonverges  on  the  hegemony.  This  concentration  of  power, 
according  to  the  theory,  is  essential  to  create  strong  and 
stable  international  regimes,  yet  the  GATT's  performance  in 
the  early  period  did  not  reveal  it  as  a strong  international 
trade  regime.  On  the  contrary,  it  took  hard  bargaining  and 
complex  negotiatione  between  the  United  States  and  the  United 
Kingdom  to  lay  a basis  for  the  postwar  international  trade 
order.  In  some  aspects,  the  General  Agreement  might  appear  to 
be  a strong  regime;  in  others,  it  might  show  its  weaknesses. 
For  example,  in  the  I9sas,  the  norms  of  nondiscrimination  and 
rsciprocity  were  strong,  whereas  the  norms  of  liberalization 
and  multilateralism  were  weak.^^ 


"‘Robert  o.  Keohane,  "The  Theory  of  Hegemonic  Stability 
and  changes  in  Intematlcnal  Economic  Regimes,  1967-1977,"  in 

Randolph  K.  Siverson,  and  Alexander  L.  George,  eds.  fBoulder; 
Westview  Press,  1969],  131-162. 

’"For  a comparison  of  the  strength  of  interdependence  and 
sovereignty  norms  in  the  GATT  regime,  see  Pinlayson  and 
Zacher,  "The  GATT  and  the  Regulation,"  307-308. 


The  hegenonlc  power  nay  be  able  to  strengthen  the  trade 
regine;  it  also  can  weaken  the  reglne.  To  protect  its  own 
domestic  agricultural  interests,  the  United  states  gained  a 
waiver  for  agricultural  products  in  less  and  thus  weakened  the 
trade  regine’s  liberaliaation  nom.  Yet,  it  is  safe  to  suggest 

trade  regime.  The  trade  regime  was  in  general  weak  In  the  late 
1940s  and  early  1950s  whan  the  United  States  assumed  a 
hegemonic  position.  Beginning  in  the  early  19S0s,  Western 
Surope  and  Japan  became  competitive  economic  powers  while  the 
United  States'  economic  power  was  in  relative  decline.  Yet  the 
trade  regime  performed  better  In  bringing  about  deep  tariff 
reductions  than  it  did  in  the  late  1940a  and  early  1950s. 
As  Gerard  and  victoria  Curaon  have  commented,  "What  is 
important  is  that  not  only  did  the  continuous  process  of  rapid 

that  free  trade  conditions,  by  enhancing  economic 
interdependence,  made  it  more  and  more  vital  to  preserve  world 

A structural  explanation  for  the  behavior  of  states 
became  inadequate  as  states  became  more  affected  by  complex 
interdependence.  Decision  makers  have  to  be  more  sophisticated 
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delations, " 
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purpose  renains 
the  international 


iher  than  colXapeing, 
regine  has  been  siioply  undergoing  a 
i-govamed"  changes.*"  As  Spero  clains,  it  is 


iible  for  one  nation  to  manage 
:e  trade  management  involves  a wii 
interests.  In  international 


"leadership  ie  poesibler  unilateral  management  is 

Ae  Andrew  Shonfield  has  noted,  "The  GATT  was  f 
serve  its  purpose  so  long 
sustain  the  impulse  making  i 
of  international  trade  whil< 
the  general  benefit  was 


ts  arrangements  helped  to 
e continued  rapid  expansion 
die  same  time  ensuring  that 
secured  at  the  cost  of 


demonstrable  injury  to  the  commerciai  interests 
member  country."** 

As  shown  in  the  Kennedy  Rout 
applied  by  the  contracting  parties 


negotiating  techniques 


interests  of  their  domestic  industries.  Contracting  parties 
agreed  to  draw  up  ''exceptions  lists"  to  the  proposed  so 
percent  linear  cut  in  industrial  tariffs.  Although  "exceptions 


‘"Ibid.,  SOO. 

“Spero,  The  Politics,  92. 


‘"Shonfield,  "International  Eoonomic  Relations, 


sovereignty  in  decision  asking  to  protect  domestic  interests 
against  foreign  imports.  With  respect  to  Individual  industry, 
the  past  development  has  shown  a trend  of  a sectoral  approach 
to  trade  policy.  For  example,  bilateral  orderly  marketing 
arrangements  have  been  secured  for  trade  in  the  issos.  Export 
restraint  exercised  by  exporting  countries  became  the  rule  in 


will  show,  voluntary  export  restraint  has  become  the  latest 
norm.  In  short,  sectoral  approaches  to  dealing  with 
agricultural  products,  steel,  textiles  and  apparel,  and  autos 
have  not  been  part  of  the  framework  of  the  GATT.  Bilateral 
agreements,  often  characteriaed  by  extensive  use  of 


/e  poeed  a serious  challenge  to 
Is  this  problem  caused  by  structural  changes 
surplus  capacity  would  claim?  Or  is  it  the 


policy? 


Some  have  suggested  t 
national  trade  practices 


given  the  increasing  number  of 
: were  drifting  away  from  the 


transformation 


?'e  institutional  shortcomings,  however,  its 
has  been  gradual  and  informal. A 


oonoiliatory  approach  w. 


n conflicts. 


*^sr  Magnus  Hijkman,  "Informal  Systemic  Change 
The  World  Economy  9 (March  1986):  37-SO. 


Cordell  Hull  was  regarded  as  a locomotive  toward  creating  a 
multilateral  trade  regime.**  Will  Clayton,  assistant 
eecretary  of  state  for  economic  affairs,  was  described  as  more 
unoompromising  on  free  enterprise  than  Secretary  Hull.  He  was 
quoted  as  saying,  "If  the  principle  of  equality  of  access  on 
reasonable  terms  to  the  trade  and  raw  materials  of  the  world 
were  universally  practiced,  the  appetite  for  expansion  of 
sovereignty,  so  productive  of  international  friction,  would 
largely  disappear."**  As  a delegate  member  at  the  Geneve 
talks  on  trade,  Clayton  believed  that  American  aid  to  Britain 
was  in  the  United  states'  interest  if  the  aid  was  accompanied 
by  a commitment  to  eliminate  the  Imperial  Preferences  and 
construct  a multilateral  regime. 

A proposal  for  ths  postwar  trading  system  was  drafted  by 
the  u.s.  government  in  late  193S.  The  Atlantic  Charter  and  the 

Lend-Lease  supplies  to  Britain,  repressntsd  two  major  efforts 
during  the  war  to  achieve  the  postwar  economic  order.  These 
two  agreements  had  shaped  the  direction  of  subsequent  efforts 
at  the  reconstruction  of  the  postwar  trade  order.  After  the 
end  of  the  Lend-Lease  in  1945,  the  United  states  government 

**There  were  others  in  the  State  Department  responsible 
for  working  out  the  multilateral  approach.  They  Included 
Francis  Sayre,  assistant  secretary  for  economic  affaire,  and 
Harry  Hawkins,  who  took  charge  of  the  Division  of  commercial 
Policy  and  Agreements.  They  believed  that  trade  agreements 
would  be  a force  for  making  peace.  Bee  Gardner, 


Sterling- 


extended  a loan  of  S3. 75  billion  to  Britain,  vet  the  linkage 
between  the  trade  agreenent  and  the  loan  agreement  was 
eatabl  ished. 


A main  objective  of  foreign 
American  administration  in  the 
incorporate  economic  prosperity  witl 


states,  multilateralism  resting 


postwar  period  was  to 
h world  peace.  Although  it 


.n  its  lack  of  political 
1 of  sovereign  nation- 


American  foreign  economic  policy  in  the  postwar  period.  Hull 
preferred  the  "universal"  approach  to  the  postwar  world 


ir.  He  was  quoted  as  saying,  "There  will  no  longer 
be  use  for  spheres  of  influence,  for  alliance,  for  balance  of 
power,  or  any  other  special  arrangements  through  which,  in  the 
unhappy  past,  the  nation  strove  to  safeguard  their  security  or 
to  promote  their  interests. Perspectives  of  major  American 
policymakers  have  shaped  U.s,  views  on  the  goals  of  the 
General  Agreement  and  the  means  to  achieve  them.  As  one  has 
noted,  "The  GATT  can  be  said  to  be  a product  of  U.S.  planning 
and  a reflection  of  certain  views  that  dominated  the  thinking 


on  trade  matters  of  U.S.  diplomats  in  the  1940s. 

suffice  it  to  say,  that  the  political  concern  was  equal 
to  the  economic  concern,  if  not  greater,  in  the  Truman 


"Ibid.,  6. 


The  GATT. 


administration,  with  regard  to  international  trade.  In  an 
BddFSBB  on  foreign  economic  policy  delivered  at  Baylor 
University  in  Waco,  Texas,  on  « March  1947,  President  Truman 
stressed  that  "peace,  freedom  and  world  trade  were 
inseparable."  By  indicating  that  economic  conflicts  were  a 


major  cause  of  the  Depression,  Truman  considered  that 
protectionism  would  invite  retaliation  and  indicated  that  no 
country  would  come  out  as  a winner  in  any  economic  war.  To 
separate  political  relations  from  economic  relations  was 
indeed  impossible.  according  to  Truman,  "Our  foreign 
relations,  political  and  economic,  are  indivisible.  We  cannot 
say  that  we  are  willing  to  cooperate  in  the  one  field  and  are 
unwilling  to  cooperate  in  the  other."”  On  another  occasion, 
Truman  stated,  "A  large  volume  of  soundly  based  international 
trade  is  essential  if  we  are  to  achieve  prosperity  in  the 

attain  our  goal  of  world  peace  and  security. "=* 

To  Invite  different  points  of  view  from  the  Amerlcen 
public  and  concerned  parties,  a series  of  Informal  hearings  on 
the  proposed  International  Trade  Organization  was  held  under 


President.  Public  Papers  of  the  Presidents  of  the 
United  States.  (Washington,  D.C. i Office  of  the  Federal 
Bealeter.  national  Archives  and  Becords  Services,  1945 — 
Harry  S.  Truman,  1947,  167. 

’‘Quoted  by  Thomas  G 


Policy  In  early  1947.^*  After  the  public  hearings  were 
conducted,  the  connittee  recommended  to  the  President  for  his 
approval  its  proposal  that  would  serve  as  the  guidelines  in 

general  approved  the  proposal,  it  would  no  doubt  cause 
protests  from  various  domestic  interest  groups.  Truman  knew 
that  the  reduction  of  the  tariffs  on  imported  zinc  would 
inevitably  cause  political  outcry,  but  ha  seemed  to  place 
strategic  priority  over  the  interest  of  domestic  groups  by 
suggesting  that  the  United  States  could  not  possibly  fight 


another  war  without  increasing 


imports  of  zinc.  He  later 


even  refused  to  receive  a delegate  from  Hissouri  representing 
the  industry.** 


wool  was  an  important  issue  in  the  negotiations  for  the 
postwar  trade  order.  Although  it  represented  a small 
percentage  of  the  total  agricultural  income  in  the  United 
States,  ths  domestic  wool  industry  was  able  tc  pressure 
congress  to  generate  a heated  debate  about  international  trade 
and  agricultural  policy.  Yet,  realizing  that  wool  was  a major 
eicport  item  of  Australia,  Pew  Zealand,  and  South  Africa,  all 
of  which  were  members  of  the  British  Commonwealth,  the  Truman 


**The  committee  was  made  up  of  representatives  from  the 
Depertmente  of  state.  Treasury,  Agriculture,  Cammerce,  Labor, 
end  the  United  States  Tariff  Commission,  all  under  the 
chairmanship  of  the  assistant  secretary  of  state. 

**Forelcm  Relations  of  the  United  states.  1947.  vol.  1 
tWasblngton,  O.C.:  U.S.  Government  Printing  Office,  1973), 


prosperity  to  world  peace  and  security, 
protectionist  forces  in  Congress  and 
Agriculture  was  so  powerful  as  to  make  t 

States  entered  i 


:he  Department 
!come  inconsistent. 


Philippines  by  providing  preferential  treatment  for  both 

the  United  States  drifted  further  away  from  the  principles  of 
multilateralism  and  reciprocity.  The  United  States  was  doing 
business  with  some  seventy  foreign  countries  on  bilateral 
arrangements . 

As  noted  above,  in  several  Instances  the  political- 
strategic  concern  of  the  united  States  overrode  the 
constraints  of  the  GATT.  The  United  states  supported  the 
formation  of  the  European 

Common  Market  and  accepted  the  Japanese  high  tariff  structure 
during  the  issos  and  ISSUs  at  the  expense  of  its  trading 
interests.  Yet  it  was  partly  because  of  the  flexibility  of  the 
trading  regime  that  the  General  Agreement  could  survive  and 
take  an  incremental  approach  toward  establishing  an 
international  trade  order. 


Summary 

The  main  purpose  of  this  brief  discussion  on  u.s. 
domestic  politics  before  and  during  the  negotiations  for  a new 


°°Patterson,  "The  Quest 


I international 


international  econoiaic  order  is  to  give  a 
the  interactions  between  donestic  fore 
negotiations  had  on  the  formation  of  the  trade  regime,  as  well 
as  its  nature  and  strength.  In  this  chapter,  I particularly 
focused  on  the  perspective  of  a feu  major  decision  makers  in 
foreign  economic  policy-making.  7he  purpose  is  not  to 
downplay  the  importance  of  domestio  factors.  On  the  contrary, 
1 intended  to  show  how  their  perspectives  were  reflected  in 
policies,  hs  this  case  has  shown,  facing  potential  domestic 
resistance  to  free  trade,  Truman  and  all  his  advisers 
discreetly  orchestrated  the  move  toward  the  completion  of  the 
General  Agreement.  They  made  no  commitment  to  eliminate 
tariffs  at  once  or  to  establish  free  trade.  Rather,  as  has 
been  mentioned  above,  an  incremental  approach  toward  the 
reduction  of  tariffs  was  adopted,  with  the  elimination  of 
discrimination  and  the  achievement  of  freer  trade. 

Given  the  American  political  tradition,  as  George  7. 

people  that  the  ideae  of  legal  order  that  govern  the  domestic 
polity  could  not  be  extended  to  the  international  arena.  From 
the  American  perspective,  the  rules  of  ths  game  should  be 
developed  so  that  nations  could  follow  in  the  conduct  of  their 
behavior. Perhaps  it  was  against  this  background  that  the 
American  leadership  of  the  1940s  was  eager  to  institutionalise 


a liberal  international  trading  order  for  the  postwar  era.  In 
doing  so,  they  hoped  to  contain  the  econonic  protectionism 
that  was  prevalent  among  nations  in  the  late  1930e  and  early 
194Q6  and  that  finally  led  to  the  war.  Despite  critioiem  of 
the  naivete  of  viewing  international  politics  from  a 
"legalistic-moralistic"  approach  as  given  by  Kennan,  the 
argument  that  the  perception  of  the  American  leadership  had 
been  a driving  force  of  the  liberal  trading  regime  was 
justified. 

Therefore,  it  is  important  to  notice  that  major  American 
policymakers'  perspectives  did  help  foster  a multilateral 
trade  regime.  Although  the  steps  taken  toward  establishing  an 
international  trade  order  were  slow,  the  Truman 
administration's  strenuous  efforts,  led  by  perspectives  of 
"trade  and  prosperity,"  went  in  a general  direction.  The 
impact  of  the  consensus  for  liberal  trade  on  the  international 
trade  relations  was  impressive. 

The  American  leadership,  with  its  strong  belief  in  the 
inseparability  of  trade  and  peace,  is  an  important  factor  in 

difficult  decade.  Given  the  savage  condition  of  the  postwar 
economy  in  Europe,  the  United  States  had  to  bear  a 
disproportionate  share  to  initiate  a trade  regime  in  the 
preliminary  period.  With  the  British  Loan  Agreement,  the 
Marshall  Plan,  and  other  foreign  aid  programs,  the  United 
the  needed  capital  to  help  the 


provided 


European 


economy  recover.  I do  not  mean  to  downplay  ttie  donestlc  factor 
in  the  formation  of  the  trade  regime,  hut  to  point  out  that 
American  policymahere  tooh  advantage  of  the  resources 
available  to  them  to  secure  a trade  regime  that  they  deemed 
would  serve  the  national  interests  of  the  United  states.  In 
spite  of  the  fragmentation  of  national  power  in  the  American 
political  system,  the  American  state  assumed  a degree  of 
autonomy  by  which  policymakers  could  translate  their 
preferences  into  public  policy. 

Once  it  was  created,  the  GATT  provided  rules  for  states 
to  follow.  Since  the  GATT  focused  on  manufactured  products 
upon  which  major  states  could  agree,  one  major  achievement  of 
the  GATT  was  ths  reduction  of  tariffs  on  these  goods,  it  is 
important  to  undsretand  how  the  GATT  constrains  the  behavior 
of  the  state,  and  of  major  states  in  particular,  with  regard 
to  important  industrial  products  such  as  automobiles  as  the 
structure  of  the  industry  changes.  This  is  ths  sxjbject  of 


Chapter 


CHAPTEK  111 

THE  FORMATION  OF  A QUASIRESIME!  A CASE  OF  WORLD  TRADE  IN 
AUTOMOBILES 

Regimes,  to  s great  extant,  are  a result  of  their 
historical  background  and  reflect  a need  at  a particular  time. 
A regime  does  not  simply  mean  an  international  organization 
that  explicitly  presents  its  codes  to  regulate  the  behavior  of 
the  state  on  an  issue  or  issue  areas.  As  was  noted  in  Chapter 
I,  regimes  can  also  be  implicit  and  have  implicit  norms, 
principles,  and  rules  that  nations  are  expected  to  follow.  The 
question  here  is  how  to  recognize  a regime.  Since  no 
organization  governs  world  trade  in  automobiles,  it  is 
difficult  to  pinpoint  an  international  automobile  regime.  Nor 
have  there  been  multilateral  negotiations  on  this  subject.  As 
Cowhey  and  Long  have  observed,  "It  is  not  easy  to  define  the 
precise  regime  for  automobiles  because  it  was  never  purely  a 
case  of  free  trade  or  freedom  of  investment."^ 

Yet,  the  world  trade  in  automobiles  has  been  conducted  in 
an  orderly  fashion,  albeit  with  ups  and  downs.  Numerous 
bilateral  negotiations  and  agreements  have  shaped  the  world 


^Peter  F.  cowhey  and  Edward  Long,  "Testing  Theoriss  of 
Regime;  Hegemonic  Decline  or  Surplus  Capacity?"  International 
organization  37  (Spring  1983);  167. 


auto  industry.  The  development 
regime  can  be  roughly  divided 
Her  II,  the  postwar  years  to  th 


international  automobile 
three  periods:  pre-World 


to  the  present.  In  those  three  periods,  auto  production  and 
trade  tooK  on  a hierarchical  structure  based  on  each  nation’s 
capacity  for  production.  Nonetheless,  because  of  a 
disproportionate  distribution  of  power  in  terms  of  each 
nation's  capaoity  in  production  and  marketing,  the 
international  auto  regime  did  not  reflect  what  the  theory  of 
hegemonic  stability  would  predict.  Instead,  because  of  its 
evolutionary  process,  that  regime  Is  a hybrid.  Particularly 
after  the  formation  of  the  GATT,  tariffs  on  imported  cars  have 
been  significantly  reduced.  The  automobile  regime  contains 
both  liberal  and  protectionist  elements. 

In  this  chapter,  I will  examine  major  events  in  the 
first  two  periods  defined  above.  The  focus  will  be  on  domestic 
politics  in  the  determination  of  major  policy  decisions 
regarding  the  auto  regime,  A major  purpose  is  to  examine  why 
certain  policies  were  decided  on  instead  of  others  and  what 
major  factors  affected  the  policy-making  process.  This 
comparison  will  allow  us  to  see  the  extent  to  which  the 
government  hes  retained  autonomy  in  policy-making  and  have 
avoided  pressure  from  powerful  interest  groups  in  order  to 
make  policies  desired  by  the  government. 

I will  first  discuss  the  nature  and  strength  of  the 
international  automobile  regime  from  the  standpoint  of  tariffs 


Second,  two  najor  agreements  concerning  the 
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industry  without  losing  t 
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development  of  the  auto  regime  when  the  U.s.  auto  industry 
encountered  the  meet  difficult  time  in  its  history. 


The  International  Automobile  Regime:  A Hybrid 
The  ascendancy  of  the  U.s.  auto  industry  in  the  world 
auto  market  had  lasted  for  several  decades  until  tbs  late 
1960s.  In  1929.  when  the  Great  Depression  began,  nearly  90 
percent  of  the  automobiles  in  the  world  were  produced  in  the 
United  states.  The  seoond  and  third  largest  auto-producing 
countries  were  disproportionately  far  behind  the  united  states 
in  productivity.  The  U.S.  auto  industry  showed  an  oligarchical 
structure  dominated  fay  General  Motors  CGH),  Ford  Motors,  and 
Chrysler,  collectively  known  as  the  Big  Three.  In  1966,  small 
automakers,  Including  American  Motors,  made  only  about  3.5 
percent  of  all  u.s.  automobiles.  By  1965,  all 


independent  automalcerB  except  American  Meters  were  out  of 
business.  The  percentage  that  Aneciean  Motors  represented 
decreased  from  its  peaX  of  ‘7.26  percent  in  i960  to  0.63 
percent  at  its  lowest  in  1906  (Table  3-1).  In  other  major 
auto-producing  countries,  the  autonobile  industry  also 
appeared  to  be  an  oligarchy  doninated  by  a few  firms. 

Two  of  the  largest  auto  manufacturers.  Ford  and  GM,  held 
a large  investment  in  their  Canadian  and  European 
subsidiaries.  Vet,  under  the  hegemonic  structure  of  the  world 
auto  industry,  the  trade  in  autos  did  not  appear  as  liberal  as 
might  be  suggested  by  a hegemonic  system.  Because  governments 
have  viewed  the  auto  industry  as  the  driving  force  of  growth 
in  national  economies,  it  seems  fair  to  suggest  that  the 
principle  of  the  auto  regime  in  the  pre-norld  Mar  II  period 
vae  to  protect  the  domeetic  auto  industry.  In  almost  all  major 
auto-producing  countries,  the  percentage  of  the  auto  market 
held  by  domestic  automakers  was  relatively  high,  reflecting 
the  priority  given  to  the  growth  of  the  domeetic  automobile 
w popular  measurements  used  for  this  purpose 
i high  tariffs  on  imported  care  and  restricted  foreign 
die  domestic  auto  industry. 

Fragmented  national  markets  protected  by  states  rather 
than  a single  global  market  for  the  auto  trade  restrained  the 
expansion  of  the  American  Big  Three  auto  manufacturers  abroad. 
The  Big  Three  mapped  out  their  strategy  1 


eetablishment  of  foreign  subsidiaries  to  bypass  high  tariffs 


As«rican  auto  Industry  did  not  push  for  liberal  international 
trade  in  automobiles.  Rather,  the  industry  gave  priority  to 
national  development  of  the  auto  industry  by  acquiring 
European  subsidiaries. 

The  unipolar  system  in  the  world's  auto  industry  led  to 


British  and  German  markets  by  the  acquisition  of  Vauxhall  and 
Opel  in  1925  and  1929,  respectively . ‘ Because  Che  French  and 
Italian  gcvemmente  restricted  foreign  direct  investment  in 
their  auto  industry,  the  Big  Three  were  prevented  from  setting 
up  auto  plants  in  these  two  nations.  Moreover,  legislation 
involving  an  energy  tax  and  other  issues  changed  the 
preferences  of  European  consumers  and  made  American  autos  seem 


less  attractive  in  Europe.^ 

The  Japanese  government  worked  to  establish  an  indigenous 
auto  industry  both  by  imposing  high  tariffs  on  imported  cars 
and  by  restricting  foreign  direct  investment  in  the  auto 
industry.  Ford  and  GH  dominated  the  Japanese  auto  market  in 
the  pre-Horld  war  II  period.  In  1934,  the  American  share  of 


^pavis  Dyer,  Malcolm  S.  Salter,  and  Alan  K.  Webber, 
ghannlno  Alllanoes  (Cambridge:  Harvard  Business  School  Press, 


“Ibid. 


the  Japanese  auto  market  reached  90  percent.*  Yet,  in  the  late 

in  Japan  because  of  the  protectionist  neasurae  adopted  by  the 
Japanese  governnent.  Not  until  1971  did  Japan  again  allow 
foreign  capital  inveetoent  in  Its  auto  industry.  Mitsubishi 
was  the  first  Japanese  auto  company  to  cooperate  with  an 
American  counterpart,  with  government  protection,  the  Japanese 
auto  industry  was  largely  free  of  foreign  competition  in  the 
domestic  auto  market. 


U.S.  cars  were  discriminated  against  in  many  European 
nations  and  in  Japan  through  their  tax  systems.  Nations  such 
as  the  Netherlands  and  Sweden  increased  their  taxes  on  cars 
based  on  weight.  Italy,  Germany,  and  Japan  levied  a tax  based 
on  displacement  and  wheelbase.  Large,  luxurious,  powerful  U.S. 
cars  were  subject  to  more  taxes  than  European-made  or 
Japanese-made  cars  in  both  Europe  and  Japan.’ 

Before  1972,  high  tariffs  appeared  to  be  a major  barrier 
to  trade  in  automobiles.  Major  auto-producing  countries, 
except  the  United  States,  used  high  tariffs  to  limit  importe 
of  foreign  cars  and  thereby  protect  their  domestic  auto 
industries.  Yet  along  with  talks  leading  to  tariff  reduction 
under  the  auspices  of  GATT,  major  auto-producing  countries 


‘Dennis  Patrick  Quinn,  Jr.,  Restrueturino  the  Automobile 
industry:  A Study  of  firms  and  states  in  Modem  Capitalism 
(New  York:  Columbia  University  Press,  193S),  30. 

'Eric  J.  Toder,  Nicholas  Scott  cardell,  and  Ellen  Burton, 
Praagar  Publishers,  1978} , lS-21. 


volujBe  of  trade  among  member  countries  rapidly  increased. 
Tariffs  on  imported  cars  in  major  autc-producing  countries 
were  reduced  as  the  GATT  developed.  Yet  this  was  also  a period 
of  regional  oiarlcetB  instead  of  a global  market  for  autos.  In 
addition,  several  developing  countries  were  making  efforts  to 
build  their  own  auto  industries  by  erecting  high  tariffs  on 
imported  cars  and  restricting  foreign  direct  investments. 
While  automobile  trade  in  regions  such  as  the  EEC  was 
expanding,  the  American  auto  industry  was  aimed  at  integrating 
the  (forth  American  market. 

There  are  several  reasons  why  the  American  auto  industry 
lost  its  competitiveness  in  the  small  car  market,  first,  the 


sailing  up  to  90  percent  of  the  cars  in  use.  They  enjoyed  an 
enormous  profit  by  making  big  cars.  Second,  the  tendency  to 
make  big  cars  was  reinforced  by  the  lack  of  concern  about 
energy  consumption.  Third,  overconfidence  of  the  Big  Three 
also  contributed  to  structural  change  in  the  motor  vehicle 
industry.  Because  the  Big  Three  had  a technological  edge  over 
other  automakers,  they  were  overconfident  about  their 
capability  to  shift  production  to  smaller  cars.' 

In  the  American  auto  market  In  the  early  l9S0s,  imported 
cars  represented  less  than  5 percent  of  total  sales, 
Volkswagen  (VWJ  of  west  Germany  was  the  first  foreign  auto 


‘John  Bell  Eae,  The  American  Automobile—  industry 
(Cambridge,  Mess.:  Twayne  Publishers,  1984),  111-122. 


company  to  anter  the  American  auto  market.  It  took  almost 
Illteen  years  for  Volkswagen  to  expand  its  exports  to  the 
American  auto  market  from  28,000  units  to  570,000  units.  By 
1968,  VW  accounted  for  62  percent  of  all  imported  oar  sales  in 
the  United  States. 

By  1959,  imported  cars  captured  10  percent  of  domestic 
sales.  The  penetration  of  the  European  automakers  into  the 
U.S.  market  became  significant.  The  initial  strategy  used  by 
the  U.S.  auto  industry  was  to  import  compact  cars  from  their 
European  subsidiaries.  Then  the  Big  Three  decided  to 
menufacture  small  cars  in  the  United  States,  These  strategies 
worked  well  between  1959  and  1962.  By  1962,  sales  of  small 
cars  in  the  U.S.  market  had  declined  by  45  percent.  But 
competition  for  the  international  auto  market  became 
increasingly  intensive.  Both  the  Europeans  and  Japanese  made 
small  oara  at  a lower  cost  than  U.S.  manufacturera.  To  cope 
with  these  developments  and  the  challenge  in  the  world  auto 
industry,  the  United  States  and  Canada  were  forced  to  form  an 
integral  North  American  market  to  rationalize  their  production 
and  to  remove  artificial  barriere  to  trade  in  automobiles. 

As  the  American  auto  producers  were  gradually  losing 
their  share  of  the  domestic  and  international  markets,  the 
heydays  of  America's  hegemonic  poeltlon  in  the  auto  sector 
were  passing.  The  call  for  integration  and  rationalization  of 


the  North  Ajoerican  auto  industry  "on  a continental  basis"  had 

In  1963,  Canada  shared  7 percent  of  the  North  American 
auto  narket,  whereas  Canadian  components  represented  only  4 
percent  of  the  total  output  of  automotive  products  in  North 
America.  Canada's  problems  with  the  balance  of  payments  in  the 
automobile  trade  had  been  getting  worse  for  years.  In  I960, 
the  Canadian  government  appointed  a one-man  commission  led  by 


performance  and  prospects  of  the  Canadian  automotive  industry. 
The  report  of  the  commission  suggested  an  Integration  of  the 
North  American  auto  industry.  Later,  the  Canadian  government 
introduced  a tax  remission  policy. 


manufacturers  would  receive  doller-fc 
That  is,  a Canadian  automaker  would  r 
imported  U.S.  auto  parts  equal  to 
parte  that  the  automaker  proposed  t 


:s  auto  industry  tariff 
r-dollar  tariff  rebates. 


finished  c 


l components  from  1 


auto  producers  shift  some  manufacturing  facilities  into 


"Lyndon  B.  Johnson  school  of  Public  Affairs  Policy 
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adninistratlon  and  received  little  consideration  Cron  the 
comnlttees  concerned. 

In  general,  Congress  in  the  1960a  had  little  involvement 
in  trade  policy  making  because  the  Reciprocal  Trade  Agreement 
Act  of  1934,  vhich  delegated  authority  to  the  president  in 
trade  negotiations  with  foreign  countries,  was  amended  in  the 
1960s  and  renewed  in  1962.  Kembers  of  congress  could  not  avoid 
pressure  from  their  constituents,  yet  they  were  unable  to 
legislate  for  specific  industries  without  congressional  wide 
support.  Thoae  who  wished  to  open  foreign  markets  could  become 
a counterforce  to  the  pressure  for  protectionist  legislation. 

In  the  Trade  Act  of  1974,  Congress  granted  the  president 
authority  to  negotiate  an  agreement  on  nontariff  trade 
barriers.  Given  the  fact  that  ccngress  was  able  to  divert 
pressure  from  the  industries  that  suffered  from  import 
competition.  Congress  was  seen  as  protecting  itself  from  trade 
pressures. Yet,  by  shifting  responsibility  for  trade 
policies  onto  the  executive  branch.  Congress  lost  the 
initiative  in  formulating  trade  policies. 

when  the  U. S. -Canadian  Automotive  Product  Trade  Agreement 
was  considered  by  the  Ways  and  Means  Committee,  President 

“SeeU.S.  Department  of  State  Bulletin.  30  Hay  1966,  851- 

'^Accordlng  to  I.  M.  Destler,  Congress  not  only 
"legislated  itself  out  of  the  business  of  making  product- 
specific  trade  law,"  but  also  shifted  trade  pressures  onto  the 
president.  See  I.  H.  Destler,  American  Trade  Politics:  System 
Tinder  Stress  (Washington,  D.C.:  Institute  for  International 
Economics,  1986] , 2D-40. 


so  the  United  States  was  in  technical  violation  of  the  GATT 
rules.  The  U.S.  Trade  Coauaiseion  said  that  the  agreesent  was 
contrary  to  American  trade  policy  because  it  was  against  the 
principle  of  aost-favorad-natione,  which  had  been  essential  to 
American  trade  practice. 


committee  of  the  GATT  also  expressed  its 


view  that  the  auto  trade  agreement  between  the  united  States 
and  Canada  contravened  the  GATT's  most-favored-nation 
principle,  which  reguiree  that  a concession  made  to  one  GATT 
member  should  be  granted  to  all  other  member  countries. 
There  was  no  precedent  in  bilateral  trade  arrangements 
covering  a single-industry  sector  without  a waiver  from  the 
GATT,  although  Che  GATT  did  permit  member  countries  to  form 
free-trade  areas  and  custom  unions  such  as  the  European  Free 
Trade  Area  (EPTA)  and  the  EEC,  which  cover  virtually  all 


common  duty  trade 


The  auto  trade  agreement  damaged  the  image  of  the  United 
states  as  playing  a pivotal  role  in  breaking  down  barriers  to 
international  trade.  Developing  and  underdeveloped  countries 
were  dismayed  at  the  United  States ' opposition  to  preferential 
tariff  treatment  for  their  exports  at  a United  Nations 


‘^Sae  Henrih  0.  Helmers, 
Automobile  Aareementi  A Study 
Arbor:  University  of  Michigan  P 
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agreement 


among  other  major  auto^-producing  countries,  especially  the 
United  Kingdom.  The  agreement  was  regarded  as  a barrier  to 
promoting  freer  international  trade  in  automobiles. 

Canada  did  not  feel  that  it  required  a waiver  becausa  it 
would  make  tariff  concessions  available  to  all  countries.  But 
tc  prevent  other  countries  from  exporting  their  automotive 
products  to  the  United  states  through  Canada  dutyfree,  the 
Canadian  government  required  a 50  percent  minimum  on  North 
American  contents  to  be  given  dutyfree  treatment.  Canada  thus 


The  Johnson  administration  claimed  that  tha  auto  trade 
agreement  had  little  impact  on  importation  of  autos  from 
Europe  and  Japan  because  different  types  of  cars  were  involved 
end  that  the  United  States'  duty  on  imported  autos  was 


relatively  low  at  6.5  percent.  At  the  same  time,  the 
administration  formally  asked  for  a waiver  from  the  GATT, 
which  the  GATT  granted  on  the  condition  that  "the  trade 
interests  of  outside  countries  would  not  be  eeriouely 
effected"  by  the  implementation  of  the  auto  trade 
agreement.” 

In  the  early  1960s,  there  was  little  integration  of  the 
North  American  auto  market.  Trade  in  automobilee  was  basically 
a one-way  flow  from  the  United  states  to  Cenada.  Before  the 


”For  an  account  of  the  u.s.  waiver,  see  General  Agreement 
on  Tariffs  and  Trade,  Basic  Instruments  and  Selected 
Documents . Thirteenth  Supplement,  112. 


the  European  Connon  Market,  the  two  largest  auto  narketa  in 
the  world.  Although  the  Japaneee  challenge  did  little  to 
reduce  tariffs  on  inported  cars,  it  altered  the  structure  of 
the  world  auto  industry  and  threatened  the  auto  regine's 
fundamental  rule  ae  leader  of  domestic  economic  growth. 

To  assure  economic  growth,  Interventioniet  policies  were 
introduced,  with  various  nations  becoming  more  interventionist 
than  they  had  been  in  the  previous  two  decades,  in  the  auto 
sector,  guota  restraints  were  introduced,  which  were  not 


provided  for  by  the  GATT.  The  GATT  prefers  that  nations  solve 
their  balance  of  payments  problems  in  trade  through  tariffs 
instead  of  a guota  system.  James  A.  Dunn,  Jr.,  argues  that, 
unlike  the  textile  regime  the  Multi-Fibre  Arrangement,  which 
is  explicit  and  open,  the  auto  regime  ie  not  a result  of 
explicit  multilateral  negotiations.  Eather,  "the  content  of 
the  regime  ie  left  for  the  analyst  to  explicate  since  it 
results  from  a combination  of  national  policiee  fnot  always 


understandings  between  governments  and  companies."’” 

e regime  before  1965  was  a unipolar  system 


dominated  by  the  American  auto  industry.  Japan  became  the 
world’s  second  largest  auto-producing  country  in  1967  with  an 
output  of  3.1  million  units.  Although  the  rules  of  the  regime 
were  not  shaped  by  the  United  States  elone,  the  Amerioan 
automobile  industry  played  a major  role  in  guiding  the  course 


"Ibid. 


oC  international  trade  in  automobiles.  The  American  auto 
industry  was  oriented  toward  satisfying  its  domestic  marlcet 
first.  Also,  because  of  the  competitive  cost  advantage  of  the 


American 


American  automakers  did  not  worry 


about  foreign  competition  in  either  domestic  or  international 
markets.  Therefore,  a rule  that  gave  priority  to  national 
growth  usually  meant  that  the  industry  implicitly  consented  to 

Industry  shoved  little  opposition  to  lowering  tariffs  and  to 
the  requirements  of  local  contents. 


Penetration 


Volkswagen  of  west  Germany  was  the  first  foreign  auto 
company  to  capture  a portion  of  the  American  auto  market  on  a 
large  scale,  though  some  luxury,  sporty  cars  such  as  Mercedes* 
Bens  and  Rolls-Roycs  produced  by  foreign  countries  have  long 
been  found  in  the  American  market.  In  1955,  the  import  share 


VW  was  the  leading  exporter.  American  automakers  were 
ccncentrating  on  producing  big  cars  so  foreign  automakers 
Gculd  gain  a foothold  in  the  American  market  by  exporting 

first  attempt  to  enter  the  U.S.  auto  market.  By  1970,  Toyota 
had  replaced  Volkswagen  as  the  leading  exporter  in  the 
American  market,  since  then,  Japanese  auto  imports  have 
steadily  increased.  Although  in  1973  and  1975  Japanese  auto 


bacame  nob  only  a 
Important  meiober 


>ecause  of  the  increase  in  oil  prices,  Japan 
major  auto-producing  country  but  also  an 


In  1968,  Detroit  autonaloers  first  reacted  to  Japanese 
imports  by  increasing  thair  "captive  imports" — small  cars 
produced  by  their  foreign  plants.  As  real  income  increased  and 
economic  growth  stabilized  and  thus  lessened  the  domestic 
demand  for  small  cars,  U.9.  autonaKers  again  focused  more  on 
profitable  big  cars.  The  Big  Three  manufacturers  faced  less 
competition  in  the  big  car  market  because  they  enjoyed  a 


market  was  still  not  significant.  The  Big  Three  in  the 
American  auto  industry  had  been  firm  supporters  of  liberal 
trade  in  the  postwar  period.  Ford,  under  Henry  Ford  II,  had 
bean  outspoken  in  support  of  a liberal  foreign  trade  policy. 
The  auto  industry  was  a vital  part  of  the  American  economy. 
Millions  of  jobs  were  tied  to  the  auto  industry  directly  or 
indirectly.  Some  states  such  as  Michigan  were  particularly 
sensitive  to  U.S.  foreign  trade  policy  regarding  automobiles. 
Congressmen  and  senators  from  Michigan  made  their  stand  for  a 
liberal  trade  policy  clear  by  their  votes  on  related  bills.” 


^'For  a detailed  discussion  and  analysis  of  the  American 
auto  industry's  support  of  a liberal  trade  policy,  see  Raymond 
A.  Bauer,  Ithiel  da  6ola  Pool,  and  Lewis  Anthony  Dekter, 
American  Business  and  Public  Policy!  The  Politics  of  Foreign 
Trade  (Haw  York:  Atherton  Press,  1963),  261-364. 


In  1971,  Japanese  auto  imports  doubled  £rom  the  previous 
year.  The  Japanese  auto  industry  captured  e 25  percent  share 
of  American  auto  imports.  The  stability  of  the  auto  regine 
could  not  be  maintained  simply  by  market  mechanisms. 
Increasing  government  involvement  in  the  auto  industry  was 
expected,  and  negotiations  on  voluntary  export  restraints  had 
been  going  on  between  the  United  states  and  Japan  since  1957. 
Major  decisions  by  the  two  coiantries  have  also  had  an  effect 
on  the  European  auto  market.  European  nations  were  worrying 
that  the  Japanese  might  export  their  autos  to  Europe  instead 
of  the  United  States  because  of  the  voluntary  Japanese 
restraints  on  exporting  their  cars  to  North  America. 

with  the  benefits  of  hindsight,  it  is  safe  to  suggest 
that  the  overall  increase  in  the  international  automobile 
trade  before  1975  was  mainly  caused  by  the  self-restraint  of 
the  United  States,  without  the  threat  of  an  enormous  influx  of 
American  cars  into  the  European  market,  major  European  nations 
could  build  up  their  own  auto  industries.  The  expansion  of 
intra-European  trade  in  autos  in  the  period  between  1950  and 
1970  may  also  have  contributed  to  the  restraint  of  the 
American  autc  industry.  In  addition,  Che  European  taxation  and 
Insurance  system  based  on  horsepower  tended  to  discriminate 
against  large  American-built  cars.  Even  when  Japanese  Imports 
captured  a higher  percentage  of  the  North  American  auto 
market,  the  United  States  kept  its  market  open  to  European 
imports.  The  goal  for  the  growth  of  an  individual  nation's 


)-producing 


auto  industry 

High  oil  prices  and 


fully  recognised  by  t 
the  United  States  a 


> percent  between  1 


n alamlng  5 


Imports 


on  after  the  oil  crisis  of 

Sales  of  larger  domestic 
percent,  whereas  sales  of 
declined  about  is  percent.  Although  eales  of 
decreased  by  10  percent,  the  imports'  share  of 
market  increased  from  IS  percent  in  1973  to  18  percent  in 
3.^  Because  of  high  gasoline  prices  caused  by  the  Arab 
embargo  and  the  emergence  of  OPEC  in  1973  consumers  tended 


Like  the  steel  industry  before  it,  the  auto  industry  was 
increasingly  subject  to  intense  foreign  competition,  which 

Because  American  automobiles  bad  only  a small  foreign  market, 
jobs  in  the  industry  did  not  depend  on  foreign  trade.  Even  in 
1965,  the  united  states  exported  fewer  than  7,ooo  cars  to  the 
EEC.  The  UAW  has  been  an  advocate  of  liberal  trade.  As  union 
members'  jobs  were  threatened  by  foreign  imports,  the  UAH 
began  to  seek  protection.  One  of  the  most  important  single 


^‘Congressional  Budgeting  c 


protectionism  was  "the 


factors  in  bringing  about  a new  wavs  of 
change  in  the  stance  adopted  by  organized  labor. 

Because  the  United  States  still  had  an  enormous  interest 
in  exporting,  any  protectionist  drive  would  certainly 
encounter  resistance  from  industries  that  were  export- 
oriented.  Agriculture,  for  example,  was  export-oriented 
because  a high  percentage  of  its  products  were  exported.  It 
was  difficult  to  form  an  industrial  alliance  on  a grand  scale. 
Thus  a major  strategy  that  the  Johnson  administration  employed 
in  trying  to  head  off  the  mounting  protectionist  drive  in 
Congress  was  to  encourage  those  industries  to  let  their  voices 
be  heard  by  congress.  The  conclusion  of  the  Kennedy  Round  was 
spurred  by  protectionists  inducing  such  u.E.  industries  as 
steel,  oil,  textiles,  and  dairy  to  counter  the  competition 
from  imports  that  might  result  from  tariff  reductions.  The 
Senate  Finance  committee  proposed  an  import  quota,  especially 
on  steel.  Vet,  because  of  the  disparity  between  the 
protectionist  and  free-traders,  the  administration's  strategy 
did  not  work.  The  committee  did  not  even  hear  a testimony  from 
free-traders.  ” 

Secretary  of  State  Dean  Rusk  and  other  cabinet  members, 
however,  testified  before  the  committee  to  express  the  great 
concern  of  the  administration.  The  committee's  import-quota 

^*Shonfield,  "International  Economic  Relations,"  76. 

'“"cabinet  Moves  to  Fight  Import-Quota  Plans  That  Ars 
Flooding  into  Legislative  Channels,"  Hall  Street  Journal.  18 
October  1967,  34. 


repeal  the 


Autonoblle  Manufacturers  Association,  Inc.,  "Repeal  of  the 
excise  tax  would  increase  denand  by  600,000  cars  and  trucks  a 


ccnpetitlve  position  of  Anerican  built  cars  against 
imports."”  In  1971,  the  unemployment  rata  reached  11 


Yet  Nixon's  economic  plan  generated  a mixed  reaction  from 

imported  cars  on  the  grounds  that  American  auto  exports  might 
face  foreign  retaliation.  Although  Nixon's  programs  caused  a 
boom  in  the  sales  of  autos  in  America,  by  the  end  of  1971, 


”Jerry  M.  Flint,  "Auto  Called  Major  Test:  Lower  Car 

Prices  Likely,"  New  York  Tines,  16  August  1971,  1. 


In  his  msBiairs,  Nixon  wrote,  "It  is  unfortunate  that  the 
the  econonicB  of  economics.  Hot  surprisingly,  when  prudence 
triumphs."” 

originally  appeared  to  be  insurmountable.  In  addition  to  high 
tariffs  on  imported  cars,  the  Japanese  government  levied  a 

weight.  According  to  the  Japanese  tariff  structure,  there  was 
a 40  percent  tax  on  large  cars  and  a 30  percent  and  15  percent 

produced  big  cars.” 

A vigorous  effort  to  encourage  foreign  countries  to  open 
their  markets  had  been  the  executive  branch's  strategy  for 
alleviating  pressures  on  the  U.S.  Congress  to  propose 
protectionist  bills.  Since  19S7,  long  before  Japanese  cars 
became  a threat  to  the  American  auto  industry,  the  U.S. 
government  had  been  negotiating  with  Japan.  Little  progress 
was  made  in  liberalizing  Japanese  restrictions  on  imported 


”Hixon,  The  Memoirs  of  Richard  Nixon.  522. 

were  those  having  a wheelbase  of  270  cm  or  less  and  a cylinder 
capacity  of  2,000  cc  or  less,  see  William  Chandler  Duncan, 
U.S^-Japan^^Auton^ile  Dl^alomacv: A^^StUdy IS Egongnig 
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engines  and  foreign  investments  in  the  auto  industry.  Both  the 
Johnson  administration  and  the  American  auto  industry  began  to 
believe  that  Congress  night  pass  protectionist  measures,  The 
United  States  threatened  to  appeal  to  the  GATT  and  to 
undertake  retaliatory  actions. 

agreed  to  liberalize  import  restrictions  on  engines  effective 
in  1972.  Japan  would  also  abide  by  the  agreement  concluded  by 

percent  from  April  1969.” 

liberalizing  its  restrictions  on  engines,  direct  foreign 
investment  in  the  Japanese  automobile  industry  was  vehemently 
apposed  by  major  Japanese  automakers.  The  Ministry  of  Industry 
and  International  Trade  (HlTl)  defended  the  Japanese 
automobile  industry  on  the  grounds  that  the  Japanese 

than  the  giant  enterprises  in  the  United  States  and  Europe. 
Japanese  Prime  Minister  Sato  was  quoted  as  saying,  "Capital 
liberalization  for  automobiles  is  still  impossible  even  though 
their  exports  have  been  flourishing.  Domestic  production  is  a 
natter  of  great  concern  and  allowing  the  Improvement  of 


”"U.S. -Japan  Accord  on  Auto  Reported,"  Hew  York  Tines. 
3 August  1968,  29. 

“Duncan,  U.S. -Japan  Automobile  Diplomaey.  44. 


prosperity 


>jority  of 


Japanese  businessmen  were  exerting  pressure  on  HITI  and  the 
auto  industry  to  make  further  concessions  to  ease 
protectionist  sentiments  in  the  U.S.  Congress  and  among  the 


The  American  automaker 


was  not  to  allow  more  than  So  percent  foreign  ownership. 
Chrysler's  acquisition  of  3S  percent  ownership  of  Mitsubishi 
was  approved  by  HITI  in  early  1969.  Ford's  joint  ventures  with 
Toyo  Kogyo  in  1970  set  an  example  for  a 50  percent  ratio. 
Later  in  the  same  year,  GH  tied  up  with  Isuzu. 


Summary 

automobile  regime,  the  rule  of  making  a domestic  auto  industry 
a priority  of  the  national  economy  has  been  fully  recognized 
by  all  auto-producing  countries.  In  spite  of  its  acclaimed 

agreement  between  the  united  States  and  Canada  did  not  disrupt 

trade  regime,  has  an  impact  on  world  trade  in  autos  to  the 
extent  that  major  auto-producing  countries  agree  to  lower 
their  tariffs  on  imported  cars,  as  happened  as  a result  of  the 


3y  would  produce 


foreign  imports 


PERCENTAGE  OF  U.S.  CAB  PRODUCTION  BY  HAKES  (SELECTED  YEARS) 


Source:  Ward's  Automotive  Yearbook,  1967  (Detroit:  Ward's 
Connunications) , llQ-111. 


HISTORY  OF  TARIFFS  ON  PASSENGER  CABS: 
SELECTED  MAJOR  PRODUCING  COUNTRIES 
(Percentage  of  Price  of  Auto) 


1930  1940  1950  I960  1968*  1973  1978 


*’lnthis  period,  Germany  had  waight-epecific  tariffs. 


Source:  U.S.  Department  of  Transportation,  The  u.s.  Automahns 
Industry.  1980  (Washington,  D.C. : Government  Printing 
Office,  1981),  51. 


CHAPTER  IV 

DUAL  AUTONOMY  OF  THE  STATE 


U.S.  government  wae  determined  to  retain  leadership 

maintain  the  international  trading  sYstem  without  yielding  to 
domestic  interest  groups:  it  also  had  to  safeguard  one  of  its 
hey  Industries — the  automobile  industry — from  further  decline 
without  jeopardizing  the  international  trade  regime. 

To  accomplish  these  purposes,  the  government  needed 
resources  and  a capacity  to  manage  its  relation  with  domestic 
industry.  This  chapter  will  explain  how  the  government 
translated  its  preferences  into  policy.  The  first  section  will 
discuss  the  impact  of  the  oil  crises  of  the  1970s  on  the 
automobile  industries  in  major  industrialized  countries  and 
examine  the  implications  for  the  world  auto  industry  as  a 
whole.  The  next  section  will  focus  on  domestic  sources  for 


egltlmattng 


The  Chrysler  case  also  vill  show  institution! 


The  Inoaet  of  the  Oil  Crisis  on  the  World  Auto  Inaustrv 
The  oil  crisis  of  1973  had  a profound  impact  on  the 
fundamental  structure  of  the  world  automobile  industry.'  It 
caused  a slump  in  the  sale  of  cars  in  the  world  auto  market, 
which  was  worsened  by  the  sudden  increase  in  oil  prices  in 
1978-1979  (Table  4-1).  It  also  dramatized  how 


against  the  United  States  and  the  Netherlands  for  their 
support  of  Israel.  And  the  Organization  of  Petroleum 
Exportinging  Countries  (OPEC)  cut  bac)t  their  production  and 
increased  the  price  of  oil  by  70  percent.  The  resulting 
shortage  of  oil  drove  up  both  the  spot  mar)cet  price  and  the 
contract  price. 


:ly  1S80S 


Industi 


of  the  impact  of  the  oil  crisis  on  the  automobile  industry. 

The  Energy  Policy  and  Conservation  Act  of  1975  required 

Beginning  in  1978,  each  company  was  required  to  produce  cars 

until  1980.  From  1981  to  1984,  two  additional  mpg  would  be 
required  every  year.  The  goal  was  for  all  cars  to  get  27.5  mpg 

the  previous  decade,  the  European  and  Japanese  auto  industries 
began  to  experience  hard  times  following  the  oil  crisis. 

western  Europe 

In  Western  Europe,  one  out  of  ten  jobs  depended  on  the 
auto  industry.  With  twenty  leading  vehicle  manufacturers,  the 
industry  employed  two  million  worXers.  Another  five  million 

countries,  about  300,000  auto  uorhers  lost  their  jobs 
permanently  or  temporarily  because  of  the  sluggish  sales  of 

major  auto  producers  in  Europe,  the  total  sales  of  automobiles 
in  1973  decreased  about  20  percent,  including  sales  of  VW, 


The  worldwide 


Weeh. 


Daimler-Benz,  Bayerishe  Motoren  werke  AG  (known  as  BMW),  and 
Opel,  a GM  subsidiary. 

Increasing  unemployment  in  tbe  auto  industry  also  caused 
grave  concern  for  the  British  and  French  governments.  Faced 
with  a severe  financial  crisis,  the  British  Leyland  Motor 
Corporation  (BLMC) , a major  automaker,  was  forced  to  cut 
capital  spending  after  a loss  of  SS?  million  for  1974, 
Conseguently,  large  layoffs  became  inevitable.  To  prevent 
damaging  effects  on  other  sectors  of  domestic  industry  by  the 
increasing  unemployment  in  the  auto  industry,  the  Labour 
government  granted  over  9200  million  in  long-term  leans  and 
egulty  grants  to  alleviate  the  company's  financial  problems. 
The  measure  was  regarded  as  a political  nationalization  of  the 
auto  company.  It  was  unprecedented  in  the  British  auto 
industry  in  spite  of  the  government’s  long  history  of 
intervening  in  the  auto  industry.  By  1990,  the  company  was 
almost  completely  owned  by  the  British  government.^ 

Although  the  British  government's  Intervention  in  the 
industry  In  the  1970s  was  not  as  intensive  as  that  in  France, 
the  Industry  Act  of  1972  did  authorize  the  government  to 
provide  financial  assistance  to  safeguard  employment  in  less 
prosperous  areas.  The  spirit  of  the  act  was  also  reflected  in 
the  British  auto  industry.  The  British  government  regarded  the 
auto  industry  as  a vehicle  to  develop  depressed  regions.  Yet 

’Dennis  Patrick  Quinn,  Jr.,  Bestruoturlng  the  Automobile 
Industry;  A Study  of  Firms  and  States  In  Modern  Capitalism 
(New  York;  Columbia  University  Press,  1999),  90-99. 


the  government  did  not  make  industry  more  competitive  and  more 
efficient  in  production. ‘ Again,  in  1975,  the  Labour 
government  intervened  in  the  financial  crisis  of  Chrysler, 
United  Kingdom,  by  providing  the  company  with  $162  million  in 
loans,  grants,  and  guarantees  in  exchange  for  a commitment 
from  the  company  to  keep  production  in  the  United  Kingdom.’ 

The  French  auto  companies,  inoluding  Renault,  Peugeot, 
and  Citroen,  were  also  scheduling  a massive  layoff.  Citroen, 
the  third  biggest  auto  manufacturer  in  France,  was  hit  so  hard 
that  the  French  government  intervened  with  a $200  million  loan 
to  rescue  the  company.  The  primary  objective  of  the  French 
government  was  to  reorganise  the  nation's  suto  industry  by 
taking  an  initiative.  Renault,  the  largest  auto  manufacturer 
in  France,  was  owned  by  the  French  government. 

Fiat,  the  Ho.  1 automaker  in  Italy,  was  also  down  in 
sales  by  50  percent  at  home  and  20  percent  abroad  in  1974. 


Japan 

Japan's  nine  auto  firms  employed  one  million  workers. 
Although  the  Japanese  auto  industry  was  not  as  hard  hit  by  the 
oil  crisis  as  were  the  European  and  American  auto  industries. 


the  largest  Japanese 
shared  60  percent  of 


luto  companies,  Toyota  am 
:he  auto  market  in  Japan, 


vere  suffering 


’Ibid.,'  also 


the  first  half  a 
unbearable  foj 


2 percent  and  47  percent,  respectively, 
1974.  This  sx:bstantial  lose  of  profits 
the  two  companies  after  their  nine 


consecutive  years  of  profits.  Besides,  their  export  efforts 
encountered  foreign  protectionist  sentiment  to  limit  Japanese 
oar  imports.  The  British  auto  industry  formally  filed  a charge 
with  the  European  comunity  (EC)  in  1974  against  the  Japanese 
automaXers , arguing  that  Japanese  cars  were  being  dumped  in 
Britain.  As  one  observer  sumjiied  up,  "The  Japanese  (auto] 
industry  is  suffering  its  worst  slump  since  World  War  II. 

In  response  to  the  world  recession,  the  governments  of 
induetrialiaed  democracies  resorted  to  protectionist  measures 
to  assist  their  auto  industries.  Bilateral  negotiations  over 
Japanese  car  imports  were  held  between  the  West  European 
countries  and  Japan.  Informal  meetings  between  officials  in 
the  American  auto  industry  and  the  Japanese  government  about 
the  auto  issue  were  also  increased. 

Despite  a higher  tariff  of  11  percent  on  imported  autos 
for  the  EC  oompared  to  much  lover  tariffs  for  other  imported 
manufactured  goods,  Japan  was  able  to  capture  7 percent  of  the 
auto  market  of  the  EC  (Table  4*2).  Many  members  of  the  EC, 
however,  pressed  the  Japanese  government  to  limit  auto 
imports.  For  example,  France  allocated  2.9  percent  of  its  auto 
marXet  for  Japanese  cars  in  1976  and  has  continued  to  limit 


Losing  Ground, " New 


imports  ever  since.  In  1979,  the  French  government  levered  the 
limit  to  3 percent.  Italy  invoked  a 1962  agreement  with  Japan 
which  permitted  imports  of  no  more  than  2,200  Japanese  cars. 
In  Britain,  Japanese  car  imports  were  restricted  to  10.6 
percent  of  the  market.  Even  West  Germany,  the  most  liberal 
European  nation  on  the  auto  issue,  expressed  concern  over  the 

Although  the  GATT  prohibits  quotas,  tl 
as  an  alternative  to  revive  the  domestic  a 
GATT  did  not  restrain  some  industrialised  countries  from 
adopting  the  quotas  for  imported  cars.  The  negotiation  on 
quantitative  restrictions  was  downplayed  during  the  Tokyo 
Round  trade  negotiation,  for  it  was  difficult  to  find  an 
equitable  meaning  of  quantitative  restrictions.  As  a result, 
bilateral  and  multilateral  negotiations  were  technically 
permitted. ' 


/ began  emerging 
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By  the  tine  the  Tokyo  Round  negotiation  was  concluded  on 
April  12,  1979,  in  Geneva,  the  issue  of  quantitative 
restrictions  had  not  been  resolved.  To  counter  the  EC's 
criticism  of  the  Japanese  reluctance  to  address  nontariff 
trade  barriers,  the  Japanese  delegation  expressed  regret  that 


U.S.  Trade  and  Investment  policy: 


inham. 


tir  quantitative 


individual  members  of  the  EC  failed  to  ease 
restrictions  against  Japanese  products.^ 


B gloomier  than  ever.  1 
ver  200,000  employees  i 
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The  Onited  states  had  a trade  deficit  that  was  made  worse 
by  the  increased  cost  of  imported  oil.  In  1971,  the  United 
States  had  its  first  trade  deficit  for  this  century,  a total 
of  S2.7  billion.  In  1972,  that  figure  jumped  to  $e.a  billion, 
of  which  about  two-thirds  involved  trade  with  Japan. At  the 
time  of  the  oil  embargo  in  1973,  the  United  States  consumed 
eighteen  million  barrels  a day,  about  38  percent  cams  from 
foreign  imports,  mostly  from  the  Middle  East.  The  cost  of 
imported  oil  reached  $20  billion  in  1974  compared  to  $7.8 
billion  in  1973  (Table  4-3) . 


GM  had  record  prefits  in  1973,  but  they  were  down  75 
percent  in  1974.  Ford's  and  chrysler's  earnings  were  off  61 
percent  and  83  percent,  respectively.  The  only  automaker  that 


■Ibid. , 


did  not  experience  a sales  sluop  in  1974  was  American  Motors, 
Yet  its  earnings  were  also  down  22  percent.  The  lover  profits 
made  it  less  likely  to  spend  capital  for  retooling  production 
capabilities.  Although  their  management  was  much  less 
constrained  by  the  government  than  their  counterparts  in 
Britain,  U.S.  automakers  were  unhappy  about  the  regulations 
imposed  by  the  government.  Animosity  between  the  government 
and  the  auto  industry  was  sparked  by  the  difficulties  the 
industry  was  now  encountering. 

Difficulties  between  the  auto  industry  and  the  government 
oould  be  traoed  back  to  the  early  1970s,  when  the  Clean  Air 
Act  required  power  plants  and  automotive  emissions  to  meat 
national  standards  set  by  the  Environmental  Protection  Agency 
(EPA]  . The  act  required  that  1979  model  cars  emit  hydrocarbons 
[HC)  and  carbon  monoxide  (CO)  in  amounts  at  least  90  percent 

1976  model  ear  emission  of  nitrogen  oxides  (KOj)  be  reduced  at 
least  90  percent  below  those  in  model  year  1971.“  The  auto 
industry  regarded  the  requirements  as  unproductive  on  the 
ground  that  technologies  required  for  meeting  them  were 
nonexistent  at  that  time.  The  industry  also  contended  that  the 
regulations  would  force  it  to  spend  s 
money  on  inferior  technology.’* 


■■conoreseienal  Quarterly  Almanac. 
“Jude  Wanniski,  "How  the  Clean  Air 


When  their  profits  dropped  sharply  because  of  the  oil 
crisis,  the  autona>:ers  began  to  defy  governnent  regulations. 
When  the  EP*  found  that  technology  to  achieve  the  reductions 
of  nitrogen  from  autonobiles  was  not  yet  practicable, 
President  Nixon  asked  Congress  to  grant  authority  to  waive  the 
auto  firms*  obligations  to  meet  national  standards  for  auto 
enissions  for  two  additional  years.'-  It  seemed  that  to  the 
Nixon  administration  fuel  economy  was  the  industry's  top 
priority,  particularly  in  the  wake  of  the  oil  shortage.  The 
industry  welcomed  the  concern  from  the  administration. 

The  auto  industry  was  lobbying  on  both  ends  of 
Pennsylvania  Avenue.  The  auto  companies  told  a congressional 
subcommittee  that  it  was  necessary  to  postpone  the  enforcement 
of  emission  standards  sc  they  could  concentrate  on  fuel 
economy.  President  Ford  received  SH’s  chairman,  Dick 
Gerstenberg,  at  the  White  House  to  consult  on  auto  Issues  on 
November  S,  1974.  President  Ford  formally  asked  congress  for 
a five-year  moratorium  on  enforcement  of  emissions  standards, 
yet,  he  stressed,  "What  we  should  do  ...  is  forcing  our 
American  automobile  producers  to  increase  their  gasoline 
utilization  efficiency.'"*  As  a result,  enforcement  of  the 


■’U.S.,  President,  Public  Papers  of  the  Presidents  of  the 
United  States  (Washington,  D.C.:  Office  of  the  Federal 
P agister.  National  Archives  and  Records  Service,  1953-  ), 
Richard  H.  Nixon,  1974,  29. 

"U.S.  President,  Public  Pacers,  Ford,  p.  1367. 


Anerican  business  executives  end  trade  unions  in  the  auto 
industry  were  as  opposed  to  Japanese  imported  cars  as  were 
their  counterparts  in  Europe,  but  they  would  use  different 
strategies.  Although  the  UAH  was  talking  about  restrictive 
quotas  on  Japanese  import  cars  as  early  as  1974,  its 
suggestions  were  never  accepted  by  the  government.  Instead, 
the  government's  strategy  was  to  try  to  open  the  Japanese 
market  and  persuade  the  Japanese  government  to  reduoe 
subsidies  in  the  belief  that  it  would  not  only  benefit  the 
American  auto  industry  but  would  gain  easier  access  to  the 
Japanese  market  for  some  other  important  industries  such  as 
agriculture. 

Because  the  export  of  agricultural  products  contributed 
the  large  surplus  to  the  U.S.  international  balance  of 
payments  and  Japan  was  one  of  the  largest  importers  of 
American  agricultural  goods,  the  United  States  government 
emphasized  the  liberalization  of  the  international  trade  of 
agricultural  goods.  This  approach  was  reflected  particularly 
in  the  Tokyo  Round  negotiations.  Because  of  powerful  domestic 
agriculture  industries  in  Japan  and  the  EC,  particularly 
France,  the  efforts  to  liberalize  agricultural  trade  were 
doomed.  In  spite  of  the  strenuous  efforts  by  the  United  States 
government  in  the  Tokyo  Round  talks,  the  negotiations  over  the 


trade  in  agricultural  products  could  not  be  advanced  until  the 
Uruguay  Round  trade  negotiation.^^ 

Another  strategy  adopted  by  the  United  States  government 
was  to  encourage  Japanese  automakers  to  establish  auto  plants 
in  the  United  States.  This  strategy  was  supported  by  the  UAW. 
Nonetheless,  in  the  early  1970s,  the  Japanese  automakers 
thought  that  it  was  premature  for  them  to  set  up  auto  plants 
in  the  United  States  bscause  of  the  higher  American  labor 
costs  and  the  strength  of  the  U.S.  dollar  against  the  Japanese 
yen.  Not  until  the  late  1970s,  when  the  Chrysler  crisis 
increased  the  protectionist  drive  against  Japanese  imports, 
did  Japanese  auto  manufacturers  think  seriously  about  setting 
up  subsidiaries  in  the  united  States.  Their  doing  so 
facilitated  cooperation  over  trade  in  automobiles  between  the 
two  nations.  The  establishment  of  so-called  *’transparent" 
plants  in  the  United  States  by  Japanese  automakers  shielded 
the  international  auto  regime  from  a serious  blow  from  the 
American  auto  industry. 

Again,  the  determination  of  American  leaders  to  keep  a 
liberal  international  trade  regime  and  a willingness  for 
cooperation  among  the  world's  great  economic  powers 
contributed  to  maintaining  the  international  trading  system 
that  could  have  collapsed  under  the  protectionism  generated  by 
the  first  oil  crisis.  In  Nixon's  grand  design  for  e new 

^See  Chapter  II  and  Norman  Pearlstine,  "Host  Important 
Trade  Talks  Since  1960s  Open  as  Protectionism  Perile  Old 
Systems,"  wall  Street  Journal.  12  September  1973,  27. 
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must  create  an  equitable  and  efficient  system  of  integrating 
our  own  economy  with  that  of  the  rest  of  the  world."** 

Indeed,  a call  for  integrating  government  policies  and 
practices  with  the  changing  international  trading  system  could 
be  traced  back  to  1970.  President  Hixon  established  the 
CommiBsion  on  International  Trade  and  Investment  Policy  in  Hay 
1970,  chaired  by  Albert  L.  Hllliams  because  of  his  concern 
over  the  increasing  uss  of  voluntary  export  restraints.  A 
report  made  by  the  commission  in  July  1971  emphasized  the 
Importance  of  a new  multinational  trade  negotiation  centering 
on  the  GATT  because  most  contracting  parties  were  moving 
toward  trade  restrictions  through  application  of  tariff  and 
nontariff  measures.  The  Hllliams  report  was  echoed  by  a study 

Ministers.  A call  for  negotiation  on  both  tariff  and  nontariff 
measures  through  the  GATT  was  again  endorsed  by  the  major 
trading  powers.  The  study  group  agreed  unanimously  that 
nontariff  measures  should  not  be  used  as  instruments  of 
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government  trade  policy  and  this  became  a principal  guideline 
during  the  Tohyo  Round  negotiation.” 

U.S.  Domestic  Sources  for  Initiating  the  Toltvo  Bound 
Meaetiation 

The  industralized  countries  had  been  reducing  tariffs  on 
imported  manufactured  goods  over  the  years.  Yet  nontariff 
trade  barriers  (NTS)  such  as  government  procurement, 
subsidies,  import  licensing,  guotas  and  safety  standards 
seemed  to  be  on  the  rise  and  vere  becoming  more  formidable 
obstacles  to  international  trade  than  high  tariffs.  In  some 
industrial  sectors  such  as  apparel  and  textiles,  the  quota 
system  seemed  to  be  beyond  the  boundaries  of  the  SATT 
institution  and  became  a norm  for  international  trade  in  this 
sector.  When  the  Hulti-Fiber  Arrangement  (KFA)  was  completed 
in  1974,  the  quota  system  was  institutionalized  and 
systematically  practiced  In  international  textile  trade. 
Electronic  products  and  steel  were  also  subjected  to  bilateral 
arrangements  to  set  more  rigid  limitations  on  imports. 

Although  the  GATT  did  not  prohibit  the  regional  trading 
bloc,  the  expansion  of  the  European  Community  to  include  Great 
Britain,  Iceland,  Denmark,  and  Porway  in  1973  made  chances  for 
free  trade  seem  remote,  because  of  the  EC's  tendency  to 
discriminate  against  nonmember  countries.  The  oil  crisis  and 
the  world  economic  stagnation  led  to  protectionist  sentiments 
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on  global  trade.  Against  this  unfavorable  bac>:groxuid  for  freer 
trade,  the  united  States  again  took  the  lead  in  urging  other 
nations  to  undertake  a new  round  of  international  trade 
negotiations. 

A new  international  economic  systen  was  regarded  by  the 
Nixon  administration  as  imperative  to  naintain  world  peace. 
Recognizing  that  economic  forces  had  a major  impact  on 
international  relations,  the  Hixon  administration  demanded 
not  only  political  settlement  of  various  issues  concerning 
world  peace  but  also  international  economic  cooperation.  In 
his  annual  report  to  congress  on  united  States  foreign  policy 
on  Kay  3,  1973,  President  Nixon  said: 

We  have  moved  far  toward  resolving  political  differences 
through  negotiation  in  recent  years.  But  the  peace  end 
stability  we  seek  could  be  jeopardized  by  economic 
conflicts,  such  conflicts  breed  political  tensions, 
weaken  security  ties,  undermine  confidence  in  currencies, 


Despite  their  different  domestic  interests,  i 
1972,  the  United  States,  the  European  Community, 
made  a commitment  to  expand  and  liberalize  world  t: 
on  multilateral  negotiations  within  the  framework  of 
Ministers  of  nembsr  nations  of  the  CATT  gathered  1 
September  1973  to  begin  s major  round  of  international  trade 
negotiations.  These  were  the  first  multilateral  negotiations 
to  deal  with  nontariff  trade  barriers,  which  distinguished 
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congress  on  April 


1973,  in  which  he  asked  Congress  to  delegate  broad  authority 
to  conduct  negotiations  to  reduce  tariffs  and  nontarifC 
barriers.  He  hoped  to  win  the  support  of  Congress  for  the 
Tokyo  Round  negotiation,  which,  along  with  his  proposed  trade 
reform  bill,  would  help  to  "reduce  international  tensions  and 
strengthen  the  structure  of  peace. The  new  trade  bill  was 
significant:  since  the  expiration  of  the  1962  Trade  Expansion 
Act  in  June  1967,  the  president  had  no  authority  to  enter  into 
new  agreements  with  foreign  nations. 

The  bill  was  comprehensive  in  its  scope  of  the  subject  on 
international  trade.  To  assure  support  of  his  bill  in 
Congress,  Nixon  sought  to  ease  the  reguirements  for  Import 
relief  from  those  who  suffered  from  import  competition.  For 
example,  import  restraints  would  be  imposed  when  import 
competition  was  the  "primary  cause"  rather  than  the  "major 
cause"  of  Injury:  the  latter  had  previously  been  required  for 
invoking  restraints  on  imports.  The  major  difference  was  that 
the  new  trade  bill  would  not  require  that  the  impact  of 
imports  "be  larger  than  all  other  causes  combined"  but  that 
imports  be  "the  largest  single  cause."  The  proposed  Trade 
Reform  Act  of  1973  provided  improved  adjustment  assistance  to 
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workers  regardless  of  the  cause  of  their  involuntary 
unemployment . 

The  bill  also  sought  to  reform  international  trading 
rules  by  seeking  to  impose  import  restrictions  as  a measure  to 
solve  the  nation's  problems  of  balance  of  payments.  Kixon  also 
wanted  to  extend  the  mont-tavored-nation  treatment  to  the 
Soviet  Union  and  Pomania.  He  also  tried  to  push  for  the 
Generalised  System  of  Preference  (GSP)  for  developing  nations 
that  did  not  diecrlminate  against  American  products  in  their 
markets,  in  his  meesage  to  Congress,  Nixon  said  that  the  Trade 
Reform  Act  of  1973  "calls  for  the  most  important  changes  in 
more  than  a decade  In  the  American  approach  to  world 

Although  Nixon's  bill  passed  the  House  of  Repreeentativee 
by  a close  vote  of  272  to  240,  It  failed  in  the  Senate  and  was 
criticized  by  trade  unions.  Because  of  the  Watergate  crieis 
and  the  guagmire  of  the  Vietnam  War,  the  senate  was  reluctant 
to  delegate  such  broad  authority  to  the  unpopular  president. 
Z.  H.  Abel,  president  of  the  United  steel  Workers,  charged 
that  "the  president  was  seeking  virtually  unlimited  authority 
to  negotiate  on  any  trade  issue  and  make  virtually  any 
concessions  he  sees  fits."**  To  keep  the  auto  companies  from 
shifting  their  production  to  foreign  countries,  the  UAW  urged 
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American  industrial  and  agricultural 
restraints,"  said  Ford,  "would  be  contrary 


to  the  U.S.  policy 
nondiscrininatory , 


and  fair  world  economic  system. 


Watergate  crisis.  President  Ford  also  advocated  the  trade  bill 
and  the  ongoing  Tokyo  Round  negotiation. 

The  Tokyo  Round  negotiation  might  have  stalled  in  its 


president  to  enter  the  negotiation.  Ford  stressed  that  the 
bill  would  strengthen  the  American  economy  and  world  peace. 


conflicts. “ After  four  consecutive  months  of  intensive 
consultation  with  members  of  Congress  after  he  assumed 
office,  Ford  was  assured  by  Senator  Russell  Long,  chairman  of 


the  Senate  Finance  committee,  that  no  unrelated  amendment 
would  he  attached  to  the  trade  bill.  He  urged  Congress  to  pass 
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policy  and  that  of  the  world  as  wb11.”=‘  with  bipartisan 
cooperation,  the  trade  bill  was  passed  by  Congress  in  spite  of 

Close  consultation  between  the  administration  and 
Congress  seemed  to  have  assured  the  passage  of  the  Trade  Act 

Although  Congress  was  regarded  as  delegating  too  much 
authority  to  the  executive  branch  in  making  and  implementing 

policy-making  because  all  trade  agreements  reached  by  the 
president  with  foreign  nations  would  have  to  be  approved  by 
congress.  Thus  members  of  congress  could  reject  agreements 
that  hurt  their  constituents’  interests.  Participation  of  the 
members  of  Congress  in  the  Tokyo  Round  negotiation  could  also 
be  viewed  as  a way  to  inform  congress  about  what  was  on  the 
agenda  and  how  negotiations  were  proceeding.” 

for  government  assistance  to  industries  that  claimed  to  have 

between  the  president  and  congress,  easier  access  to 
government  assistance  the  fight  between  the  two  branches  of 


members  to  serve  on  the  delegation  to  the  Tokyo  Round 
negotiation.  Vet  the  Act  required  ttat  not  more  than  three 
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who  had  the  full  support  of  the  President  and  was  able  to 
convey  his  viewpoint  and  can  negotiate  with  members  of 
congress  was  critical  to  assure  the  support  of  Congress. 
Robert  s.  Strauss,  President  Carter's  special  trade 
representative,  was  highly  acclaimed  tor  his  skillful  conduct 
of  negotiations  both  with  foreign  countries  and  with  members 
of  Congress.  He  considered  negotiations  with  members  of 
Congress  on  trade  matters  as  if  they  were  no  less  important 
than  those  with  foreign  countries.  His  negotiations  with 
congress  appeared  to  be  critical  to  the  success  of  the  Tokyo 
Round  trade  negotiation. 

Strauss  assumed  it  was  a political  task  to  be  the 
president’s  man  on  Capitol  Hill.  He  tried  to  assure  leading 
members  of  Congress  that  the  United  States  wee  not  bargaining 
away  its  national  interests.  Defending  the  administration's 
position,  Strauss  reassured  Congress  by  acknowledging  "all  too 
clearly  how  other  nations  join  public  and  private  economic 
forces  to  reach  their  maximum  export  potential."”  He 
emphasised  the  benefits  that  the  Tokyo  Round  negotiation  would 
bring  to  commercial  interests  in  the  United  States.  When 
negotiations  were  deadlocked  in  the  final  phase  of  the  Tokyo 
Round  in  Geneva,  streuss  flew  to  Europe  end  Japan  to  consult 
with  leaders  of  those  countries.  He  believed  that  only  high- 
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level  political  talKe  could  aolve  the  differences  and  breah 

In  6un,  the  "fast  track"  provision  had  significant 
implications  for  the  Tokyo  Round  negotiations  in  vhich  a 
relatively  coherent  strategy  was  napped,  taking  into  account 
the  diverse  interests  of  government,  industry,  and  labor.  In 
particular,  the  Tokyo  Round  negotiation  manifested  close 
cooperation  between  the  government  and  the  private  sector  to 
a degree  that  was  rare  in  previous  international  trade 
negotiations.  The  government  intervened  in  the  private  sector 
in  a cooperative  rather  than  in  an  arbitrary  way.  On  matters 
of  broad  national  interest,  the  government  did  not  succumb  to 
pressures  from  special  interest  groups  but  maintained  a 
relatively  high  degree  of  autonomy  in  policy-making  by  using 
resources  at  its  disposal. 

Because  the  interests  of  domestic  groups  appeared  to  be 
diverse  and  trivial,  it  was  difficult  for  the  government  not 
to  offend  any  particular  interest  group  when  pursuing  a 
broader  national  interest.  Communication  was  initiated  between 
the  government  and  the  private  sector.  To  avoid  criticism  that 
it  was  negating  the  needs  of  domestic  industry  and  to 
integrate  domestic  interests  before  international 
negotiations,  a hlsrarchlcal  network  for  the  purpose  of 
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KegoCiation  (ACTN) , which  Included  fcrty-five  members  from  all 
sectors  of  the  society  and  was  chaired  by  the  U.S.  trade 
representative.  Below  the  ACTK,  there  were  three  general 
policy  advisory  comsittees,  one  for  Industry,  labor,  and 
agriculture.  Below  each  of  the  Policy  Advisory  Committees 
(PAC) , there  were  several  Sector  Advisory  Committees  (SACs) . 
For  manufacturers,  for  example,  twenty-seven  Industry  Sector 
Advisory  Committees  (ISACS]  were  formed  based  on  the  main 
characterietica  of  the  industry.  They  were  expected  to  inform 
government  officials  about  sectoral  trade,  employment,  and 
productivity  so  that  officials  could  best  represent  the 
interests  of  the  industry  in  international  negotiations.” 
This  procedure  certainly  reduced  the  tension  between  the 
government  and  other  domestic  sectors.  It  also  helped  reduce 
the  pressure  that  members  of  Congress  might  otherwise  have 
received  from  their  constituencies. 

Consequently,  industries  such  as  textiles,  leather, 
steel,  and  color  television,  which  ware  capital-  and  labor- 
intensive  and  in  which  trade  was  conducted  by  bilateral  trade 
agreements,  were  shielded  from  new  tariff  reductions  under  the 
international  trade  agreement  concluded  in  Geneva  in  1979.  The 
textile  industry  attempted  in  vain  to  stay  out  of 
negotiations.  The  tariff  cuts  in  tha  automobile  trade  were 
also  dealt  with  separately.  Although  the  new  trade  agreement 
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eallea  for  up  to  31  percent  tariff  reductions  for  ii 
industrial  nations  and  smaller  cuts  for  developing  nations, 
the  duties  for  some  products  were  individually  set.  The  duties 
for  leather  imports  were  reduced  4 percent;  apparel,  15 
percent;  textiles,  21  percent;  and  steel,  27  percent.  Although 
the  duties  for  imported  rubber  were  reduced  21  percent,  rubber 
footwear  along  with  nonrubber  footwear  were  exempt  from  any 
tariff  reductions,  as  were  color  television  aets.“ 

Because  D.s.  tariffs  for  cars  and  trucks  (3%j  were  about 
one-half  or  one-third  as  high  as  that  of  Japan  (6.4%)  and 
major  European  nations  such  as  France,  Germany,  and  Britain 
(all  11%),  a further  16  percent  cut  set  tor  the  To)cyo  Round 
negotiations  would  make  little  change  for  the  United  States, 
vet  reductions  in  the  Japanese  and  European  tariffs  on 
imported  automobiles  would  out  the  prices  of  United  States 
cars  by  up  to  3 percent  and  3.5  percent,  respectively.**  In 
sum,  an  average  tariff  cut  would  reach  33  percent  on  some 
5,700  items  over  on  eight-year  period  as  a result  of  the  Tokyo 
Round  trade  negotiation.  By  the  year  1988,  when  results  of  the 
negotiations  were  fully  implemented,  the  average  tariffs  for 
manufactured  products  were  4.3  percent  in  the  United  states 
and  2.5  percent  in  Japan. 
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Worried  about  the  loss  of  American  jobs,  the  ATL-CIO  has 
been  consistently  protectionist  on  trade  Issues.  It  contended 
that  the  Dnited  states  gave  more  and  received  less  in  the  new 
international  trade  pact  and  argued  that  American  companies 
were  virtually  excluded  from  the  market  in  France  and  Britain, 
where  government  agencies  dominated  the  market  in  purchaeing 
heavy  electrical,  transportation,  and  communication  equipment, 
Bespite  Strauee's  warning  that  failure  to  ratify  the  pact 
would  unleash  a worldwide  wave  of  protectioniem  that  would 
repeat  the  economic  disaster  of  the  1930s,  the  AFL-CIO  called 
on  the  carter  administration  to  renegotiate  the  agreement.^ 
In  congress,  the  battle  over  the  new  trade  package 
centered  on  the  Import  injury  rule.  The  HTH  Countervailing 
Duty  Code  and  Antidumping  Coda  required  material  injury,  which 
was  consistent  with  the  GATT's  1967  Antidumping  Coda,  yet  U.S. 
law,  which  preceded  the  GATT’s  code,  used  only  the  word 
ini urv.  Although  the  United  States  claimed  that  all  Injury 
tests  were  found  material,  foreign  countries  protested  that 
the  United  States  had  not  acted  in  compliance  with  the  1967 
Antidumping  code.*’  Whereas  the  House  Waye  and  Means 
Committee  in  line  with  the  administration  voted  to  require 
domestic  industry  to  show  "material"  Injury  to  gain  import 
relief,  the  Senate  Finance  Committee  opposed  the  change. 
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White  House  fomally  submitted 


trade  bill  that  would  implement  the  new  trade  agreement. 
President  Cater  said,  "Through  continual  cooperation  and 
aggressive  application  and  enforcement  of  provisions  of  those 
agreementB,  we  can  ensure  a fair  and  open  international 
trading  system,  and  usher  in  a new  era  of  effective  )oint 
efforts  by  business,  labor  and  government."  The  president 
gained  overwhelming  support  for  the  new  trade  bill  in  both 
houses  of  Congress:  It  passed  so  to  4 in  the  Senate  and  395  to 

There  was  also  a demand  for  organisational  change  in 
trade  policy-malclng.  The  cases  concerning  the  countervailing 
duty  and  the  antidumping  lav  were  originally  within  the 
jurisdiction  of  the  Treasury  Departiaent.  Yet  the  department 
had  long  been  criticized  for  its  inactivity  in  investigating 
cases  involving  import  dumping  and  products  subsidized  by 
foreign  countries.  President  carter,  in  his  Reorganization 
Plan  Ko,  3,  which  was  introduced  to  Congress  in  September 
1979,  shifted  responsibility  for  administering  the 
countervailing  duty  and  antidumping  laws  to  the  Department  of 
commerce  and  required  the  department  to  respond  to  the  appeals 
of  industries  in  a short  time,*^ 

in  addition,  ths  Department  of  State  was  atill  in  charge 
of  matters  relating  to  the  GATT  and  international  trade  other 
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President  Carter 


Bpeoifically  indicated  that  the  overall  responsibility  for 
developing  and  coordinating  O.S.  trade  policy  resided  in  the 
office  of  the  U.S.  Trade  Representative.'*  To  increase 
international  consultations  on  trade  disputes,  the  new  trade 
pact  also  allowed  foreign  nations  to  file  complaints  with  the 
USTB  regarding  international  trading  rules,  which  could  sxibmit 
the  disputes  for  international  arbitration  if  the  parties  were 
not  satisfied  with  the  results.  In  response  to  petitions 
regarding  foreign  trade  practices  filed  by  domestic 
industries,  the  U5TR  was  required  to  make  recommendations  to 
the  president  within  seven  to  twelve  months  after  it  initiated 
an  investigation,  and  it  had  forty-five  days  to  make  a 
decision  after  receiving  the  petition  from  the  domestic 
industry.*” 

After  the  reorganization  plan  want  into  effect  in  January 
1980,  it  became  clear  that  the  White  House  had  central 
authority  to  develop  a coherent  trade  strategy  in  close 
oonsultatlon  with  Congress,  industry,  and  labor.  According  to 
President  Carter,  "The  goal  of  this  reorganization  is  to 
improve  the  capacity  of  the  govamment  to  strengthen  the 
export  performance  of  United  States  Industry  and  to  assure 
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fair  international  trade  practices,  taking  into  account  the 
interests  of  all  elements  of  our  econosiy."^’  This  new 
approach  toward  international  trade  had  proved  successful 
during  the  Tokyo  Pound  trade  negotiations  and  had  aininised 
the  likelihood  of  Congress  rejecting  the  new  trade  agreenent. 
The  approach  was  institutionalized  through  the  passage  of  the 
Trade  Agreement  Act  of  1S79  and  the  Reorganization  Plan  No.  3. 
The  capacity  of  the  executive  to  conduct  trade  negotiations 
with  foreign  countries  was,  therefore,  greatly  enhanced. 

Case  3!  The  Chrysler  Crleis 

The  Chrysler  Corporation  began  to  eink  into  debt;  its 
losses  for  197B  were  $204.6  million  in  spite  of  a profit  of 
$163.2  million  for  1977.  The  year  1979  turned  out  to  be  even 
worse  for  Chrysler.  In  the  first  quarter  of  1979,  the  company 
lost  $53.8  million  and  in  the  second  quarter,  $209  million. 

Chrysler  was  concentrating  on  improving  its  domestic 
market  and  restraining  its  overseas  operations,  although  a 
large  proportion  of  its  sales  came  from  its  overseas 
operation.  Chrysler  sold  its  entire  European  operations, 
including  its  French,  British,  and  Spanish  subsidiaries,  to 
P.S.A.  Peugeot-Citroen  of  Franca  in  1978.  in  1979,  Chrysler 
sold  one*third  of  its  operation  in  Australia  to  Miteubishl 
Motors  Company  of  Japan. 
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Although  the  world  aconomlc  stagnation  contributed  to  the 
slump  in  automobile  sales  worldwide,  Chrysler'e  strategy  oC 
oontinuing  to  produce  big  cars  after  the  first  oil  crisis  was 
one  of  the  major  reasons  for  the  company's  financial  failure. 
By  mid-1979,  Chrysler  had  an  inventory  of  60,000  unsold 
vehicles,  most  of  which  were  big  care.  Its  share  of  the  new 
car  market  in  the  United  states  was  down  to  an  unprecedented 
11. B percent  since  1962.“ 

The  Big  Three  resisted  changing  to  the  manufacture  of 
smaller  and  more  fuel-efficient  care  even  after  the  first  oil 
crisis.  It  was  not  only  because  retooling  production  capacity 
regulred  an  enormous  capital  investment,  which  the  automakers 
were  hesitant  to  make  and  lacked  financial  resources  to 
invest,  but  also  because  big  cars  made  big  profits.  The  only 
difference  between  making  big  or  small  cars  was  the  cost  of 
materials.  The  costs  of  labor  and  other  Inputs  would  remain 
the  same.  As  one  in  the  Industry  put  it,  "you'd  just  put  a few 
bucks  into  a car  to  enlarge  It  and  then  sell  it  for  a lot  more 
money."*’  The  strategy  of  continuing  to  produce  big  cars  was 
reinforced  when  oil  prices  held  steady  between  the  two  oil 
crises  (Table  4-1).  Perhaps  Henry  Ford  Il's  words,  "minicars. 


“Congressional  ouarrerlv  Almanac.  1979.  286. 
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miniproCits"  sums  up  the  industry's  general  attitude  toward 
producing  saall  cars.'* 

The  Butonakers  were  unable  to  Eoresee  changes  in  the 
market  structure  induced  by  the  oil  crises  and  the  preferences 
of  consumers.  They  engaged  in  intensive  competition  for  big 
car  markets  in  the  early  ls70s.  Oil  prices  had  not  changed  in 
ten  years.  Despite  government  regulations,  the  mileage  of  the 
Big  Three’s  cars  improved  little.  The  average  197S  model  got 
only  13  mpg  and  weighed  more  than  4.000  pounds.  Not  until  1980 
did  American  automakers  begin  manufacturing  fuel -efficient 
cars.  The  Chevrolet  Chevette.  Ford  Escort,  and  Lincoln-Hercury 
Lynx  were  first  American-made  automobiles  to  record  30  mpg. 
Yet  long  before  these  smaller  U.5.  cars  were  introduced  to  the 
auto  market.  Japaneee  small  cars  had  won  so  significant  a 
portion  of  the  small  car  market  that  the  American  auto 
industry  would  have  difficulty  breaking  into  that  market. 

Nonetheless,  before  any  of  the  industry's  strategies  to 
recapture  the  market  at  home  could  be  realised,  Chrysler, 
unlike  CM  and  Ford,  whose  financial  resources  and  market 
shares  were  in  better  shape,  began  to  crumble.  There  was  no 
other  alternative  to  save  the  company  than  to  call  for 
government  help.  The  company  had  been  negotiating  with  the 
Treasury  Department  for  months.  On  August  1,  1979,  Chrysler 
made  its  first  request  to  the  Carter  administration  for  a $1 

'‘Lee  lacoeca,  Taeocca:  An  Autobloarauhv  (Hew  York!  Bantam 
Books,  1984],  106. 


govermoent  regulations  regarding  clean  air,  fuel  economy,  end 
safety  that  created  the  financial  burden  on  the  company.  John 
J.  Riccardo,  chairman  of  Chrysler,  said,  "I  believe  the 
govemnent  vill  take  action  to  correct  some  of  the  problems 
that  have  been  caused  by  government  regulation."^’  Antitrust 
laws  were  also  cited  as  increasing  the  costs  of  the  auto 
companies  in  working  on  the  same  problems.^ 

Chrysler  made  a second  plan  seeking  $1.2  billion  in 
federally  guaranteed  loans  in  September  1979.  Again,  the 
request  was  rejected.  Yet  the  adninistration'e  plan  to 
guarantee  loans  up  to  S7S0  million  was  made  known.  Therefore, 
Chrysler  submitted  a revised  proposal  to  the  Treasury 
Department  seeking  a $750  million  loan  guarantee  after  a 
behind-the-scenes  negotiation  between  the  company  and  the 
Treasury  Department.  At  the  same  time,  congressional  hearings 
on  the  Chrysler  case  were  under  way.  In  hie  testimony  before 
a House  banking  subcommittee,  Douglas  A.  Fraser,  president  of 
the  DAW,  said  that  a federal  loan  guarantee  was  necessary  for 
the  company.  To  gain  the  support  of  the  government,  Chrysler 
workers  would  make  significant  concessions  to  the  company. 
According  to  Fraser,  the  union  would  make  a settlement  with 
the  Chrysler  corporation  for  lower  wages  than  Its  counterparts 

company  defer  $200  million  in  payments  to  the  union  pension 


*®see  lacocca,  Tacocca . 


guaranteed 


government,  the  union  would  lend  Its  $850  million  in  the 
pension  fund  to  Chrysler.^  Chrysler  officiale  also  received 
a pledge  from  the  DAH  that  the  company  would  not  be  the  target 
of  a strike  in  1979. 

Mo  sooner  did  Chrysler  report  its  third  quarter  loss  of 
$460.6  million  at  the  and  of  ootober  than  Treasury  secretary 
Miller  expressed  the  adminietration ' a deep  concern  for  the 
plight  of  the  company.  A cabinet-level  meeting,  chaired  by 
Vice  President  Halter  Hondale,  was  held  to  discuss  the 
Chrysler  crieis.  Among  the  attendants  were  Fraser;  Marc  Stepp, 
vice  president  of  the  UAH  and  director  of  the  Chrysler 
Department;  Hiller;  Labor  Secretary  Ray  Marshall;  and  Stuart 
E.  Elzenstat,  the  president's  adviser  on  domestic  affairs.” 

The  Carter  administration  finally  announced  that  it  would 
provide  $1.5  billion  in  loan  guarantees  for  Chrysler.  The 
administration  provided  twice  as  much  money  as  Chrysler 
originally  requested.  Although  it  was  argued  that  Chrysler’s 
deteriorating  financial  situation  caused  the  administration  to 
increase  the  financial  assistance,  the  rescue  plan  might  have 
been  approved  because  of  the  administration's  overall  concern 
for  the  national  economy  and  the  mounting  political  pressures 
it  now  faced.  As  Treasury  Secretary  Hiller  warned,  "should 

“Judith  Miller,  "U.A.H.  President  Promises  concessions 
to  Chrysler,"  Kew  York  Times.  20  October  1979,  31. 
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Chrysler  be  unable  to  continue,  there  could  be  serious  impact 
on  localities  around  the  country — not  only  where  Chrysler  has 
plants  but  in  places  where  automotive  suppliers  and  dealers 
operate  along  with  others  who  have  an  interest  in  this 
business. 

The  administration's  decision  to  rescue  Chrysler  was  also 
motivated  by  politics.  The  union  represented  7B1.D00  workers. 
Although  the  union  had  vowed  to  remain  neutral  in  the  1980 
presidential  election,  potential  candidates  were  aware  of  its 
electoral  strength.  Vet  the  carter  administration  was  facing 
a dilemma  in  dealing  with  the  Chrysler  crisis.  It  might  run 
the  risk  of  pleasing  no  one.  If  the  administration  took  no 
action,  it  ran  the  risk  of  alienating  the  powerful  UAW  in  the 
election  year.  Some  feared  that  social  welfare  programs  might 
be  hurt  if  the  aid  to  Chrysler  meant  cutting  the  budget  for 
such  programs.^ 

Moreover,  the  administration  was  able  to  translate  its 
preference  into  a policy  toward  Chrysler.  First,  Carter 
rejected  Chrysler's  plea  for  SI  billion  cash  advance  against 
tax  credits  because  this  would  mean  an  interest-free  loan  from 
taxpayers,  second,  the  administration  turned  down  the  UAH's 
suggestion  that  the  government  purchase  $1  billion  worth  of 
stock  in  the  company  and  partially  nationalise  it.  The  OAW 
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arcfued  that  with  $1  billion  equity  investnent,  the  government 
would  assume  a shareholder  role  in  the  company  as  the  holder 
of  30  percent  of  Chrysler  stoch.  The  government  would  be  able 
to  guard  its  own  interests  by  appointing  federal  officials  to 
serve  on  Chrysler's  board  of  directors.  In  sum,  the  guidelines 
in  the  rescue  plan  ensured  "minimum  involvement"  by  the 
federal  government  and  "maximum  security"  for  the  government- 
guaranteed  loan.  carter's  philosophical  objection  to 
government  intervention  in  the  private  sector  was  summed  up  by 
hie  treasury  secretary.  According  to  Hiller,  "Government 
financial  assistance  to  provide  companies  is  neither  desirable 
nor  appropriate,  being  contrary  to  ths  principle  of  the 
private  enterprise  system."*^ 

Apparently,  the  Intraindustry  fight  between  the 
automaXers  was  so  intense  that  it  created  room  for  government 
to  maneuver  to  obtain  its  preferences.  Whereas  the  AHC 
supported  federal  aid  for  Chrysler,  Thomas  A.  Murphy,  chairman 
of  GM,  was  opposed  to  the  idea  of  government  intervention  on 
the  ground  that  it  "presents  a basic  challenge  to  the 
philosophy  of  America."  He  stressed  that  competition  was 
inevitable  in  a free  enterprise  system-  Yet  he  ashed  the 
Carter  administration  to  review  government  regulations  that 
had  been  criticized  by  the  auto  industry.  Ford  Motor  Company 


only  showed  sympathy 


Chrysler 


supported  GM's  request.^' 

According  to  a study  for  the  Department  of 
Transportation,  the  Big  Three  needed  about  $4.4  billion  needed 
for  the  Big  Three  between  1979  and  1903  to  meet  government 
regulations  regarding  their  automobiles.  Beginning  in  19el, 
the  automakers  were  required  to  improve  their  corporate 
average  fuel  economy  (CAFE)  at  a rate  of  2 mpg  per  year.  Their 
strenuous  fight  with  the  carter  administration  over  the 
reguiatione  brought  little  change. 

In  addition  to  the  potential  of  unemployment  at  Chrysler, 
nembers  of  congress  were  concerned  about  the  social  impact  of 
the  firm's  closing.  According  to  an  official  study, 
unemployment  benefits  would  cost  the  federal  government  about 
$41.5  billion  a year,  on  top  of  a $500  million  loss  in  income 
taxes  as  a result  of  chrysler's  failure.  The  SNP  would  be 
reduced  by  $10  billion  to  $20  billion.  Besides,  Chrysler's 
shutdovm  would  decrease  the  vigorous  competition  in  the 
American  auto  industry  in  spite  of  the  possibility  that  GM  and 
Ford  might  increase  their  share  of  the  total  U.S.  auto  market 
from  67  to  75  percent." 

“Reginald  Stuart,  "G.M.  Chairman  Strongly  Opposes  Special 
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In  Congress,  different  strategies  were  devised  to  help 
Chrysler  and  in  the  House  and  the  senate,  a conference 
cosuBittee  met  to  determine  the  amount  of  federal  loan 
guarantees  and  its  attached  strings.  After  an  intensive 
deliberation,  the  conference  compromise  was  approved  by  a 241- 
124  vote  in  the  House  and  a 43-34  vote  in  the  Senate.  The 
deteriorating  financial  situation  of  the  automakers  was  the 
major  concern  of  many  leading  members  of  Congress  and  led  them 
to  support  the  federal  loan  guarantees  for  Chrysler.  In 
particular,  for  congressmen  from  districts  affected  by 
chryslar's  financial  crisis,  federal  aid  seemed  to  be  the  best 
alternative  to  save  jobs  and  to  respond  to  their 
constituencies. 

According  to  House  Speaker  Tip  O'Neill,  "I  wanted  to  help 
Chrysler  survive  because  their  crisis  boiled  down  to  the  loss 
of  jobs,  a problem  that  has  always  been  foremost  on  my 
agenda. The  perceptions  of  both  the  executive  and  the 
legislative  branch  converged  on  the  issue  of  the  loss  of  jobs 
in  the  induetry,  which  ultimately  ensured  government 
intervention  in  the  industry.  The  administration's  decision  to 
aid  Chrysler,  according  to  an  observer,  was  "a  case  of 
politics  and  substance  coming  together."  The  Midwest  would 
have  been  hit  hard  if  Chrysler  had  failed.  Miller  wee  quoted 
as  saying,  "The  alternative  costs  are  more  onerous  to  our 

‘’Tip  O'Neill,  Man  of  the  Bouse:  The  Lite  and  Political 
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country 

think  we  can  afford 

dig  ourselves  out 
support  of  federal 


The  Chrysler 
take  initiative 
consistent  with  t 


risk  of  loan  guarantees."^  O'Keill  helped 
C the  Chrysler  Loan  Guarantee  Bill  in  the 
/ote  in  the  House , he  coamented : " I don ' t 
?t  to  take  the  chance.  Laying  off  700,000 
a chain  reaction.  And  we  won't  he  able  to 
ir  ten  years.""  O’Heill's  and  Carter's 
>an  guarantees  appeared  to  be  crucial  to 
Chrysler  Loan  Guarantee  Act." 
se  showed  that  major  policymakers  could 
help  an  ailing  industry,  which  was 
norms  of  the  international  automobile 


concessions,  for  both  the  executive  branch  and  Congress, 
strings  were  attached  to  the  Sl.S  billion  federal  loan 
guarantees.  The  Initial  intention  to  have  the  private  sector 
play  a major  role  in  solving  the  Chrysler  crisis  was  partially 
realised,  tor  Chrysler  had  to  win  credit  at  banks  to  get  the 
loan  guarantees.  For  the  OAW,  a moratorium  on  wage  increases 
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effect 


Chrysler  and 


the  UAW  made  concessions  to  gain  government  support. 


Suinmarv 

In  the  decade  of  Che  1970s,  the  world  lived  through  two 
oil  crises.  For  the  first  time,  industrialised  countries  In 
the  postwar  era  experienced  worldwide  economic  recessions  in 

trade  deficit  in  almost  a century  mainly  because  of  the 
increase  in  oil  prices.  The  impact  of  the  oil  crises  was  felt 
heavily  in  the  automobile  industry.  It  was  against  this 
backdrop  that  the  United  states  government  assumed  a dual  role 
in  pushing  for  freer  trade  in  international  economy,  and  in 
safeguarding  its  sconomic  sovereignty  by  assisting  an  idle 
auto  company  domestically. 

Yet  the  United  States  did  not  provide  the  auto  industry 
with  financial  assistance,  as  many  European  countries  had 
done,  to  encourage  the  industry  to  gain  competitive 
capability.  Per  did  the  United  States  yield  to  the  pressures 
of  the  automakers  and  trade  unions  to  impose  Import  quotas  to 
shield  the  auto  industry  from  foreign  competition.  Bather,  the 
United  states  government  tried  to  make  the  auto  industry  more 
competitive  by  Imposing  government  regulations.  For  instance, 
the  197S  Energy  Policy  and  Conservation  Act  eat  the  corporate 

’"For  details  of  the  requirements  for  the  Chrysler  Loan 
Guarantee  Bill,  see  conoreselonal  Quarterly  Almanac.  1979, 


average  fuel  efficiency  (CAFE)  reguiremente . Under  the  CAFE 
reguiresente , models  scld  in  the  United  States  with  less  than 
75  percent  North  American  content  should  be  separated  from 
those  with  more  than  75  percent  content  in  calculating  mileage 
performance.  In  addition,  the  automahers  were  not  allowed  to 
use  high-mileage  small  cars  which  they  imported  from  Japan  to 
offset  lower  mileage  for  their  large  models.  The  requirements 
were  intended  to  discourage  the  import  of  foreign  cars  and  to 
pressure  the  automakers  to  manufacture  more  fuel-efficient 
cars.  As  a result,  the  automakers  began  to  spend  billions  of 
dollars  to  downsise  their  big  models  and  to  make  more  fuel- 
efficient  vehicles. 

Although  tariff  cuts  on  automobiles  were  dealt  with 
separately  in  the  Tokyo  Round  trade  negotiations,  a further 
reduction  of  16  percent  was  set.  This  might  appear  to  be 
symbolic  because  the  tariff  on  imported  cars  was  about  3 
percent  for  the  united  States,  and  a further  tariff  reduction 
would  not  make  much  difference.  Vet  the  reduction  might 
reflect  that  the  government's  desire  to  increase  American 
automakers’  competitivsness  was  different  from  the  aims  of  the 
automakers.  Foreign  imports,  mainly  from  Japan,  had  captured 
about  30  percent  of  the  American  auto  market  in  the  early 
1970S  compared  to  about  10  percent  in  1959.  It  Is  fair  to 
suggest  that  increased  foreign  imports  contributed  to  the 
worsening  plight  of  the  American  auto  Industry  in  the  late 
1970S.  yet,  as  I have  indicated,  that  the  American  automakers' 


stuck  to  their  large  models  and  standardization  was  no  less 
important  in  causing  their  difficulties  than  the  existence  of 
foreign  imports.  Consequently,  they  pressed  the  adrainistretion 
for  import  quotas  to  protect  their  share  of  the  American 
market.  Despite  their  fruitless  efforts  in  this  regard,  they 
began  to  gain  momentum  when  the  industry  was  hit  by  the  second 
oil  crisis  in  1979  and  achieved  an  industrial  alliance  with 
the  support  of  congressional  members,  which  will  be  discussed 
in  chapter  V. 

It  was  argued  that  Congress  downplayed  Its  role  in  the 
Tokyo  Round  negotiation  under  the  Trade  Act  of  1974  to  protect 
iteelf  from  constituent  pressure.  Vet,  by  delegating  authority 
to  the  executive  trade  bureaucracy,  congress  effectively  set 
a new  structure  of  trade  policy  making  in  which  the  interests 
of  domestic  industry  could  be  better  served,  congress  was  not 
inactive  in  the  trade  policy-making  process.  Bather,  Congress 
Initiated  a new  structure  for  trade  policymaking  in  which  it 
retained  a major  role  in  monitoring  the  process  of  trade 
negotiations  and  the  authority  to  ratify  any  trade  agreement 
achieved  by  the  president  with  foreign  countries.  Perhaps  ths 
role  of  Congress  in  trade  policy  decision  making  in  the  19706 
is  bs  best  sxuiimarlzed  by  1.  M.  Destler:  "Most  congressional 
trade  leaders,  most  of  the  time,  sympathized  with  the  broad 
objectives  of  liberal  trade  and,  free  of  direct  responsibility 
themselves,  often  connived  with  their  executive  counterparts 


political  game 


direction 


expansion. 

Because  the  executive  trade  bureaucracy  had  the  capacity 
to  deal  with  technical  trade  matters,  the  administration  was 
in  a better  position  than  Congress  to  accommodate  different 
individual  interests  into  a broader  national  Interest,  with 
the  new  structure  of  trade  policy-making,  the  President 
enjoyed  the  trust  of  domestic  industry  to  the  extent  that 
international  trade  agreements  achieved  by  the  administration, 
which  might  otherwise  be  subject  to  the  pressure  of  domestic 
industry,  would  not  encounter  bitter  resistance  from  Congress. 

Above  all,  in  the  1970s.  the  executive  branch  played  a 
major  role  in  steering  the  way  toward  more  liberal  trade  to 
overcome  increased  use  of  nontariff  measures  among  nations.  As 
the  Chrysler  case  has  illustrated,  the  administration  was  able 
to  translate  its  preferences  for  maintaining  domestic  interest 
into  public  policies  without  jeopardizing  the  world  trading 
system  in  general  and  the  international  automobile  regime  in 
particular. 
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TABLE  4-3 

IMPORTS  OF  CRUDE  PETROLEUM  INTO  THE  UNITED  STATES 


Net  rjuantlty  (millions  of  barrels] 


Source:  u.S.  Department  of  Commerce,  Hlnnilahts  of  u.s. 

EjfDort  and  Imooit  Trade  (Washington,  D.C.:  Government 
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CHAPTER  V 

DOMESTIC  POLITICS  ABD  CHANGES  IN  THE  INTERNATIONAL 
TRADE  AND  AUTOMOBILE  REGIMES 


The  publicity  of  the  Chrysler  crisis  intensified  domestic 
concerns  about  the  auto  issue  in  the  presidential  election 
year  of  19S0.  General  Meters  and  Ford  were  also  losing  money 
because  of  the  sluggish  sales  of  autos.  The  "Big  Four" 


1980  because  of  the  sales  slump  (Table  5-1).  They  began 
closing  plants  and  put  thousands  of  workers  on  indefinite 


The  Road  to  Protectionisn 

The  UAW  and  Ford  filed  a petition  in  June  and  August  of 


administration  to  set  quotas  on  imports  of  light  trucks  and 
cars  at  about  1.7  million  a year  and  to  increase  tariffs  on 
these  autos  from  2.9  percent  to  20  percent. 

Hoping  to  gain  the  union’s  support  In  the  1980 
presidential  campaign.  President  Carter  laid  out  a new  policy 
on  a July  8 visit  to  Detroit  that  he  hoped  would  help  the 
ailing  Industry.  First,  Carter  announced  that  a 25  percent 
import  duty  on  light  trucks  would  go  into  effect  on  August  21. 
Toyota  and  Hissan,  which  exported  S1.4  billion  light  trucks  to 
America  each  year,  were  disappointed  by  the  administration's 
decision.  Ironically,  American  auto  companies  imported  one- 
half  of  the  small  Japanese  trucks  sold  in  the  United  states. 
Second,  Carter  planned  to  ask  the  ITC  to  accelerate  its 
investigation  of  the  UAWs  June  appeal  claiming  that  the 
industry  had  been  injured  by  foreign  imports.  According  to 
Carter,  the  case  "touches  so  many  businesses,  workers  and 
consumers  in  this  country  that  an  investigation  of  normal 
length  could  cause  great  uncertainties  which  could 
significantly  affect  automobile  trade  and  production.  Third, 
carter  promised  to  take  steps  to  ease  federal  regulations  on 
car  exhaust  emission  and  safety.  Two  federal  regulatory 
agencies,  the  Snvironmental  Protection  Agency  (EPA)  and  the 
National  Highway  Traffic  safety  Administration  (HHTSA) , had 
softened  the  strict  regulations  on  autos.  For  example,  the  EPA 


' see  Hobart  Rowen,  "Carter  Hinted  at  Fee  Reduction  for 
Conceseions,"  Hashincton  Post.  11  July  1980,  El. 


enission  standards  tor  high  altitudes.  It  was  estimated  that 
softening  the  regulations  would  save  the  auto  industry  more 

vehicles  including  passenger  care  and  light  trucks  because  of 

actions  ehoved  that  the  government  was  synpathetic  to  the 
ailing  auto  industry,  whose  total  production  hit  a record  low 
of  B million  units  in  1980  since  1961. 

investigation  of  Japanese  automotive  imports,  which  was  viewed 
as  an  attempt  to  win  the  UAW's  support  in  the  election,  on 

the  major  cause  of  the  American  auto  industry's  troubles.  The 
ITC  pointed  out  that  declining  sales  of  new  care  caused  by  a 
temporary  economic  recession  in  the  United  States  and  high 
interest  rates  as  well  as  automakers'  insufficient  response  to 


3 Ward's  Automotive  Yearbook.  1981  (Det 
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In  spite  of  the  highly  publicized  auto  issue,  the  Carter 


UAW,  Carter  still  resisted  the  suggestion  that  he  push  for 


government  study  had  suggested  that  restricting  Japanese  auto 
imports  would  increase  oil  consumption.  Although  a reduction 
of  250,000  imported  cars  from  the  1979  level  of  1.9  million 
for  1980  would  create  about  20,000  jobs  in  the  American  auto 


industry,  each  job  created  by  this  import  restriction  would 


indicated  that  restricting  the  number  of  imported  cars  might 
trigger  an  increase  in  prices  in  the  U.S.  auto  market.’ 


'For  further  dlacusalon  about  an  impact  of  these  two 
strategies  on  the  relations  between  auto  firms  and  the  labor 

American  In^dustrv  in  International  jrompetltion ! Government 
Tyson  (Ithaca:  Cornell  University  press,  1983),  354-357. 

of  U.S. -Japanese  Auto  Trade,"  in  coning  with  u. s. -Japanese 
Economic  Conflict,  ed.  I.  M.  Destler  and  Hideo  Sato 
(Lexington,  Mass.:  D.  C.  Heath  and  Company,  1982),  87-90. 


Case  4:  Voluntary  Restraint  Aoreement 


cut  back  by  members  of  the  Organization  of  Petroleum  Exporting 
Countries  (OPEC)  after  the  Israeli-Arab  war.  The  UAW’a  efforts 

voluntary  restraint  agreement  (VRA)  did  not  wane  with  the 
outgoing  Carter  administration,  on  the  contrary,  the  union 
pressed  its  demand  because  President-elect  Ronald  Reagan  had 

government  to  protect  its  interests  in  securing  jobs.  In 

automakers  such  as  Chrysler  and  Ford,  congressmen  from  the 
midwestem  states,  where  many  auto  plants  were  located,  had 
became  the  union's  natural  allies.  The  union's  strategy  to 
keep  the  issue  alive  after  its  appeal  to  the  ITC  was  turned 
down  led  to  another  battle  on  Capitol  Hill.  The  UAW  had 
successfully  brought  public  attention  to  the  auto  problem, 

States  and  Japan  in  general  and  the  auto  problem  in  particular 


high  publicity 


(CEA) 


ry  Relief,  collaborating  cloaely  with 


out  of  the  question.  Reagan  had  long  been  noted  for  his 
support  of  free  trade.  He  insisted  that  the  administration 

industry.  He  opposed  excessively  stretching  federal 
regulations.  His  administration's  initial  reaction  to  the  auto 
industry  was  to  call  for  mutual  concessions  and  reconciliation 
between  auto  companies  and  the  trade  union.  Reconciliations 
between  Chrysler  and  the  UAH  was  cited  as  a way  to  tackle  a 

and  productivities.  For  instance,  CM  and  Ford  were  willing  to 
provide  a profit-sharing  plan  to  exchange  for  the  union's 
concession  on  a wage  hike.  Besides,  the  Reagan  administration 
believed  that  sound  and  effective  economic  policies  should 

term  benefit  that  was  anticipated  for  the  auto  industry  but 
that  certainly  would  not  solve  the  auto  industry's  imminent 
problems.  Nor  was  it  able  to  satisfy  the  demands  of  the  UAH 
and  its  congressional  allies. 


Bureaucratic  Polities 


Because  Reagan  provided  no  spacieic  instructions  for  the 
Auto  Task  Force,  policy  debate  on  the  auto  issue  was  in 
disarray  within  the  cabinet.  Before  the  task  force  conducted 
its  first  meeting,  a major  difference  over  the  auto  issue  had 
emerged  at  a full  cabinet  meeting  on  March  3,  19B0.  Trying  to 
grasp  the  initiative  In  setting  a policy  outline,  Secretary 
Lewis  insisted  that  it  was  time  to  fulfill  Reagan's  campaign 
commitment  to  assist  the  autoworkers  by  suggesting  that  it  was 
necessary  to  restrict  Japanese  auto  imports. 

Bureaucracies  have  their  own  interests  and  clients  to 
protect.  As  one  analyst  has  put  it,  "The  name  of  the 
bureaucratic  game  is  'organisational  interest.'"'*  In  the 
auto  case,  the  Department  of  Transportation's  insistence  on 
import  restrictions  seemed  to  be  consistent  and  beyond 
partisan  politics.  An  interagency  study  directed  by  Kell 
Goldschmidt,  carter's  secretary  of  transportation,  pointed  out 
a number  of  major  causes  of  the  auto  crisis:  slowdown  of  the 
demand  for  autos,  technological  change  mandated  by  the 
government,  high  labor  cost,  and  increased  imports. 
Goldschmidt  told  the  Reagan  administration  that  "the  current 
difficulties  of  the  automobile  industry  pose  a threat  to 
national  security"  and  urged  the  government  to  negotiate  with 


‘“Morton  K.  Halperin,  "Why  Bureaucrats  Play  Games," 
Foreign  Policy  47  (Spring  1971):  90. 


Japan  for  an  agreement  to  restrict  Japanese  auto  imports  into 

Lewis,  supporting  Reagan's  budget,  was  described  as  a 
supply-aider,  but  agreed  with  the  recommendation  of  the  report 
and  called  for  restricting  Japanese  auto  imports  to  help  the 
ailing  auto  industry  and  give  U.s.  automakers  time  to  retool. 
Despite  Lewis's  insistence  on  restricting  auto  imports, 
members  of  the  Auto  Task  Force  engaged  in  a heated  debate 
about  the  subject  at  their  meeting  on  March  11.  The  question 
of  whether  and  how  to  restrain  imports  of  Japanese  care  had 
become  the  most  serious  policy  split  within  the  cabinet  in  the 
early  days  of  the  first  Reagan  administration,  cabinet  members 
fell  into  two  camps:  free  traders  and  protectionists. 

On  the  side  of  protectionists  were  Lewis,  Mbor  Secretary 
Raymond  Donovan,  commerce  secretary  Malcolm  Baldridge,  and 
U.S.  trade  Representative  William  E.  Brock  III.  At  the  first 
meeting,  their  arguments  seemed  to  prevail.  Lewie  suggested  if 
the  1.S2  million  cars  Japan  sold  in  the  United  States  in  1980 
were  cut  back  by  200,000  to  500,000,  U.S.  automakers  should 
have  "breathing  room"  to  retool  for  the  production  of  more 
fuel-efficient  small  care.  He  also  indicated  that  restraints 
should  be  in  place  for  no  more  than  three  years." 

The  free  traders  included  Treasury  Secretary  Donald 
Regan,  office  of  Management  and  Budget  Director  David  A. 


"David  S.  Broader  and  Jean  Seaberry,  "Task  Force  Agrees 


Stoclonan,  CEA  Chairman  Hurray  L.  Heldenbaum,  and  Kartin 
Anderson,  the  president's  chief  White  House  aide  on  economic 
and  domestic  policy.  They  gave  several  reasons  why  Japanese 
auto  imports  should  not  be  restricted.  First,  they  argued  that 
import  restrictions  might  impede  the  administration's  efforts 
to  fight  inflation,  which,  along  with  reducing  income  taxes 
and  controlling  federal  spending,  was  considered  as  the 
administration’s  top  economic  priority.  Second,  they  pointed 
out  that  restricting  imports  of  Japanese  autos  would  not  help 
Ford  and  Chrysler  because  CM  would  tabe  about  eo  percent  of 
the  sales.  Third,  restrictions  of  Japanese  imports  would 
violate  the  free  market  principle.  Fourth,  the  administration 
might  be  misperceived  by  other  industries  as  protecting 
domestic  industries.  Industries  such  as  semiconductors, 
telecommunications,  and  others  that  were  faced  with  increasing 
international  competition  might  ask  for  government  protection. 
Fifth,  they  contended  that  the  government  should  not  concede 
to  the  pressures  of  protectionists  at  the  expense  of  American 


The  bureaucratic  bickering  on  the  auto  issue  had  not  been 
settled  by  the  first  meeting  of  the  Auto  Task  Force.  At  the 
second  meeting  on  Harch  19,  attended  by  Reagan,  the  discussion 
covered  a broad  range  of  subjects,  including  the  current 


^See  Hendrick  Smith,  "Reagan's  Cabinet  Split  in  Imports 
of  Japanese  Care,"  Hew  York  Tines.  13  March  1961,  1,  Also  see 
David  A.  Stockman,  The  Triumph  of  Politicsr  How  the  Reagan 
Revolution  Failed  (New  Vork:  Harper  6 Row,  1986),  154-158. 


situation  in  the  auto  industry,  pending  legislation  regarding 
automobiles  in  Congress,  and  the  overall  U.S.  trade  posture 
and  relations  with  Japan. The  Auto  Task  Force  again  failed 
to  reach  a consensus.  No  formal  decision  was  made  by  the 
president.  He  asked  members  of  the  task  force  to  examine  the 
issues  involved  throughly.  Nonetheless,  Reagan  believed  that 
the  government  must  share  some  responsibility  for  the 
difficulties  the  auto  industry  faced. 

Nevertheless,  it  was  clear  that  an  informal  decision  had 
been  made  to  ask  the  Japanese  to  curb  their  auto  exports  to 
the  United  States.  Heese  broke  the  impasse. The  guestlon 
new  was  not  whether  to  limit  Japanese  auto  imports  but  how  to 
convince  the  Japanese  that  it  was  in  their  interests  in  the 
long  run  to  restrain  temporarily  their  auto  exports  to  the 
United  States.  The  secondary  but  egually  important  issue  was 
the  ceiling  for  Japanese  car  imports.  A possible  explanation 
for  this  change  may  be  that  Meese,  having  recognized  that 
restriction  of  Japanese  auto  imports  was  inevitable,  which 
might  also  be  what  Reagan  was  thinking,  talked  about  how  to 
make  the  Japanese  voluntarily  restrain  their  exports  to 
preclude  the  tedious  debate  on  the  question  of  whether  to 


‘HJ.S.,  President,  Public  Papers  of  the  Presidents  of  the 
United  States  (Washington,  D.C.:  Office  of  the  Federal 
Register . National  Archives  and  Records  Service,  1953*  ] , 
Ronald  Reagan,  1981,  269. 


“Ibid.,  270. 
“See  Stockman, 


their 


imports.  If  the 


irily 


to  Japan.  Second,  the  administration  had  to  take  a tough  stand 
against  a quota  bill  promoted  by  Senator  John  C.  Danforth  {R- 
Hissouri),  which  would  restrict  Japanese  car  imports  to  l.S 
million  units.  Third,  because  Reagan  believed  that  government 
regulations  on  automobiles  had  contributed  in  part  to  the 
industry's  difficulties,  the  administration  also  had  to  focus 

assist  the  industry.*'  The  Reagan  administration  pledged  to 


ties  and  the  People  i 


opposed  legislated  restrictions  on  Japanese  auto  inports. 
The  consensus  of  the  cabinet  menbers  on  this  issue  seemed  to 
have  strengthened  the  adninistration' s position  to  defer 
pressure  for  a quota  bill  in  Congress. 

Though  not  leaning  toward  either  free  traders  or 
protectionists,  Alexander  L.  Haig,  the  eecretary  of  state,  had 
a different  concern  about  the  inpact  of  the  auto  issue  on  the 
interests  of  the  United  states.  The  auto  sector  represented 
about  6 percent  of  the  total  value  of  international  trade,  and 
D.S.  protectionist  measures  night  impede  the  progress  in 
international  trade  that  that  had  been  made  during  several 
rounds  of  multilateral  negotiations  in  the  past  feu  years. 
Besides,  the  American  trade  surplus  of  $20  billion  with  Europe 
from  American  exports  of  chemicals  and  agricultural  products 
might  be  affected  if  the  European  nations  followed  the 
American  protectionist  measures.  The  state  Department  was 
particularly  concerned  that  increasing  pressure  on  the 
Japanese  might  jeopardise  the  strategic  relationship  between 
the  United  States  and  Japan. 

All  of  these  concerns  may  have  made  Haig  decide  to  become 
actively  involved  in  the  auto  issue.  He  held  a lengthy 
discussion  with  Japansse  Foreign  Minister  Masayoshi  Ito  on 
March  23  when  Ito  visited  Washington.  Japanese  trade  officials 

'•"Three  Oppose  Car  Import  Bill,"  Hew  Fork  Time.  10  March, 
1981,  D6. 

“Clyde  H.  Farnsworth,  "Panel  Briefs  Reagan  on  Auto  Aid," 
Hew  York  Times.  20  March  1981,  Dl. 


a "face-saving  solution,"  which  would  serve  nultlple  purposes. 

which  Heese  can  be  discreetly  influential  because  he 
understands  what  Reagan  wants  and  how  the  president's  mind 
works.  Essentially,  the  president  was  trying  to  give  some  help 
to  the  domestic  auto  industry  without  blatantly  abandoning  his 
eommltnent  to  free  trade  or  touching  off  a tariff  battle  with 

had  to  be  very  prudent.  It  should  not  give  the  impression  that 

government.  In  turn,  the  Japanese  action  must  be  "voluntary." 


Tokyo. « 


It  was  speculated  that  bureaucratic  bickering  was  a smoke 

Ambassador  Mike  Mansfield  to  discuss  with  the  Japanese 
government  the  possible  ceiling  on  imports  were  Intended  to 


to  explain  why  the  new  administration  would  risk  being 


and  close  relations  with  President  Reagan.  See  Martin 
Anderson,  Revolution  (san  Diego:  Harcourt  Brace  Jovanovich, 


purpose  of 


imply  fc 


ceiling  raisefl  to  1.85  million  cars.  This  agreement  was 
reached  in  November  1983.  The  possible  reaction  of  Congress 
had  been  a major  concern  in  the  Japanese  government's  decision 
for  the  extension  of  the  Vba.”  m 1985.  the  ceiling  was 
raised  to  2.3  million  units  and  it  has  remained  at  that  figure 
through  the  fiscal  year  1990. 

Local  Content  T.ecislation 

After  four  years  of  the  Japanese  voluntarily  restricting 
auto  exports  to  the  United  States,  the  second  Reagan 
administration  favored  an  end  to  quotas,  perhaps  because  the 
domestic  auto  industry  earned  SIO  billion  in  profits  in  1984, 
Concern  that  imports  would  surge  if  the  Japanese  voluntary 
export  restraint  ended  was  expressed  by  some  members  of 
Congress,  especially  at  a time  when  the  U.S.  trade  deficit  hit 
a record  of  $123  billion.  The  UAW  argued  that  quotas  were 
needed  to  protect  jobs.  The  ITC  estimated  that  2d:out  44,000 
jobs  were  saved  although  the  price  of  domestic-built  cars  rose 
by  $600  and  Japanese  cars  by  $1,300. 

while  the  Reagan  administration  was  engaged  an  Intensive 
internal  fight  about  restricting  Japanese  auto  imports  in 
early  1961,  Congress  was  proposing  such  restriction  with  the 
introduction  of  the  Danforth-Bentsen  bill  to  limit  Japanese 
car  imports  to  1.6  million  per  year  for  1961,  1962,  and  1963. 

s^Comment  by  an  official  of  the  Department  of  Commerce  in 
an  interview  with  the  author  in  Washington,  D.C. , on  April  11, 


Assured  that  loany  icierabers  of  Congress  supported  the  guota 
legislation,  Douglas  A.  Fraser,  president  of  the  UAW,  had 
moved  the  union's  agenda  forward  by  calling  for  domestic 
content  legislation.  The  proposed  bill  would  require  companies 
that  sold  more  than  100,000  vehicles  to  have  a certain 
percentage  of  the  value  of  each  cars  they  sold  in  the  U.S. 
market  to  be  built  in  the  United  States,  to  which  1 will 
elaborate  later. 

The  Fall  of  the  Coalition  of  Protection 

From  the  UAW's  point  of  view,  the  difficulties  of  the 
auto  industry  could  not  be  solved  by  market  mechanisms,  which 
the  Reagan  administration  preferred.  According  to  Fraser,  "The 
U.S.  no  longer  has  the  luxury  of  remaining  the  only  major 
nation  without  a coherent,  employment-oriented  auto  policy. 
Our  non-policy  is  a holdover  from  an  era  of  cheap  fuel  and 
rapid  economic  expansion,  when  U.S.  dominance  in  auto  and 
other  key  manufacturing  sectors  was  unchallenged  and  other 
war-torn  countries  were  striving  to  revitalize."*®  The  UAW 
considered  domestic  content  legislation  necessary  to  force 
Japanese  auto  manufacturers  to  build  plants  in  the  United 
states  and  to  Improve  the  balance  of  payments  between  the  two 
countries.  Both  the  Carter  and  Reagan  administrations  and  the 
UAW  had  been  asking  the  Japanese  to  set  up  auto  manufacturing 

*®Douglas  A.  Fraser,  "Domestic  Content  of  U.S.  Automobile 
Imports ; A UAW  proposal , '•  Columbia  Journal  of  World  Business 
16  (Winter  1981):  59. 


plants  in  the  United  states,  but  Japanese  automakers  had  been 
reluctant  to  invest  in  the  United  States.  Fraser  stated,  "He 
are  saying  to  the  Japanese,  put  your  capital  where  your  market 

On  December  9,  1981,  Rep.  Richard  L.  Ottinger  (D-Neu 
Vork)  introduced  a bill  that  would  require  all  automobile 
manufacturers  selling  more  than  100,000  cars  and  small  trucks 
in  the  U.S,  market  to  meet  local  content  requirements  (HR 
5133).  The  UAH  helped  to  draft  the  domestic  content  bill.  A 
certain  percentage  of  local  labor  and  parts  had  to  be  used  by 
auto  manufacturers  who  sold  more  than  100,000  cars  annually  in 
the  U.S.  market  (Table  S-3).  The  UAW  suggested  that  the 
requirements  should  be  observed  beginning  with  1983  models. 
The  union  argued  that  more  than  800,000  jobs  in  the  automobile 
and  related  industries  would  be  created  by  the  local  content 
legislation,  though  the  government  predicted  a much  lower 
number. 

The  UAH's  drive  for  domestic  content  legislation  had  a 
two-fold  purpose.  First,  although  the  requirements  covered  all 
automakers,  the  proposed  legislation  was  clearly  targeted  at 
Japanese  auto  companies.  Of  the  seven  foreign  auto  companies 
that  sold  more  than  100,000  cars  annually  in  the  United 
States,  six  wsre  Japanese:  Toyota,  Nissan,  Honda,  Toyo  Kogyo, 
Hltsubishi,  and  Isuzu,  Volkswagen  of  nest  Germany  largely  met 


3i"The  Domestic 


the  local  content  requirement  because  most  of  its  subcompect 
cars  sold  in  the  united  States  were  produced  in  its  plant  in 
Pennsylvania.  Because  Honda  had  decided  to  manufacture  cars  in 
the  United  States  and  Toyo  Kogyo,  Mitsubishi,  and  Isuzu  had 
ties  with  the  Big  Three,  the  UAW  particularly  hoped  that  the 
bill  would  force  the  largest  two  exporters  among  the  seven, 
Toyota  and  Nissan,  to  set  up  plants  in  the  United  states.  In 
1981,  Toyota  and  Nissan  had  sales  in  the  United  States  of 
about  576,000  and  465,000  vehicles,  respectively.  If  they 
stayed  at  this  level,  they  would  be  required  to  have  90 
percent  and  75  percent  domestic  content,  respectively,  on  the 
average,  each  Japanese  car  sold  in  the  United  States  in  19B2 
had  5 percent  domestic  content.  Apparently,  the  domestic 
content  bill  would  have  an  enormous  impact  on  Japanese  auto 
manufacturers.’^  In  addition,  the  UAW  hoped  the  bill  would 
limit  outsourcing  by  the  Big  Three,  which  were  buying  cheaper 
auto  parts  from  foreign  countries  to  cut  their  costs.  In  doing 
so,  they  also  met  the  domestic  content  required  by  the  host 
countries  of  their  subsidies.  The  domestic  content  legislation 
would  force  domestic  auto  companies  to  reduce  their  imports  of 
foreign  parts. 

To  secure  the  passage  of  the  bill,  the  UAW  formed  an 
alliance  with  the  APL-CIO  to  mobilize  its  lobbying 
organizations.  The  union  also  got  support  from  the  Consumer 
Federation  of  America  (CFA) . The  groups  opposing  the  local 


■’concressional  Quarterly  Almanac. 


content  bill  were  the  Automobile  Importers  of  America,  the 
American  Automotive  Dealers*  Association,  and  the  American 
International  Automotive  Dealers'  Association.  Those  who  had 
interests  in  exports  and  feared  foreign  retaliation  also 
joined  the  fight  against  the  domestic  content  bill.  They 
included  the  American  Farm  Bureau  Federation.  National 
Association  of  Manufacturers,  Chamber  of  Commerce  of  the 
United  States,  American  Association  of  Port  Authorities, 
International  Longshoremen's  Association,  and  National 
Foreign  Trade  council.  The  two  Industrial  alliances  that  were 
engaged  in  the  legislation  battle  over  restricting  Japanese 
auto  imports  in  1981  and  the  local  content  requirements  in 
1982  were  by  and  large  composed  of  the  same  groups. 

It  was  much  harder  for  the  auto  industry  to  achieve  a 
consensus  on  the  local  content  requirements  than  on  quota 
legislation.  For  example,  all  major  automakers  had  to  take 
into  consideration  their  joint  ventures  with  Japanese 
companies.  They  were  not  enthusiastic  about  the  local  content 
requirements.  General  Motors  lent  Isuzu  S200  million  in  1982, 
which,  when  converted  to  equity,  would  increase  GH's  holding 
of  Isuzu  from  the  34  percent  acquired  in  1971  to  40  percent. 
The  GH  LUV,  a pickup,  was  made  by  leuzu.  Ford  had  25  percent 
of  Toyo  Kogyo,  the  maker  of  Mazda,  and  Chrysler  controlled  15 
percent  of  Mitsubishi.  Both  companies  imported  cars  to  the 
United  states  from  their  Japanese  partners!  the  Dodge  Colt 
built  by  Mitsubishi  and  the  Ford 


Courier  pickup  by  Toyo  Kogyo. 


Anerican  Motors  was  partly  owned  by  Renault  of  France.  The 
domestic  content  legislation  would  have  hindered  the  progress 
these  u.s.  automakers  made  in  joint  ventures  with  foreign 
companies. Besides,  they  would  be  forced  to  restrict  their 
imports  of  cheaper  foreign  parts.  To  avoid  confronting  the 
labor  union,  major  auto  companies  had  been  discreetly  keeping 
a low  profile.  The  UAW’s  strategy,  however,  was  to  force  GM 
and  Ford  to  remain  neutral  If  they  would  not  join  the 

As  the  midterm  election  in  1962  drew  closer,  the  proposed 
content  legislation  became  politicized.  For  many  who  were 
elected  to  Congress  in  December  1962,  a call  for  protecting 
domestic  jobs  and  restricting  Japanese  imports  had  a powerful 
appeal  to  their  constituents.  The  issue  wee  even  carried  into 
national  politice.  The  domestic  content  legislation  was 
endorsed  by  several  potential  Democratic  presidential 
candidates,  including  Walter  F.  Hondale  and  Senators  Edvard  H. 
Kennedy  (Hass.),  Alan  Cranston  (Calif.),  Ernest  F.  Hollings 
(5.C.),  and  John  Glenn  (Ohio).’*  The  sensitivity  and 
vulnerability  of  trade  policy  to  national  politics  were 
developed  further  as  a result  of  the  politicization  of  the 
trade  Issue.  In  a speech  to  the  United  States  Steelworkers  in 

’’"Protectionist  Overdrive,"  Economist.  2S  December  19B2, 

*‘"UAW  Local-content  Bill  Takes  Big  Step  Forward," 
automotive  News,  20  September  1962,  2. 

’’Congressional  Quarterly  Almanac.  1992,  56. 


“SSiS 


ridiculous  piece  of  legislation.'’  He  said:  '"rhe  reason  they 
support  it  is  political."”  Rep.  San  Sibbons  (D-FL)  nade  a 
ainilar  observation: 

I think  that  sone  of  the  Kenbers  voted  for  it  because 
they  figured  it  never  was  going  to  pass;  they'd  get  a 
free  ticket;  and  they  knew  the  President  would  veto  it 
and  there  was  no  chance  of  getting  the  two-thirds 
override  in  the  Senate,  So  they  voted  for  it.  But  most  of 
then  held  their  nose  and  cane  to  ne  to  apologize  for 
having  to  vote  for^  a piece  of  legislation  that  was  so 

A persistent  power  struggle  ensued  over  the  donestic 
content  bill  between  the  House  Energy  and  Connerce  Connittee, 
which  had  jurisdiction  over  interstate  connerce,  and  the  House 
Ways  and  Means  Connittee,  which  had  jurisdiction  over  trade. 
The  fomer  promoted  the  bill  strongly,  whereas  the  latter  gave 
it  less  support.  Because  the  Ways  and  Means  committee  did  not 
act  on  the  bill,  the  Energy  and  commerce  Committee  was  forced 
to  Beek  the  Rules  Committee's  support  to  get  the  bill  to  the 
floor  debate.  When  the  bill  was  introduced  again  in  February 
1983,  the  Hays  and  Means  Committee  gave  an  unfavorable  report, 
yet  the  bill  finally  got  to  the  House  floor.  On  Kovenber  3, 
1983,  the  bill  (HR  1234]  passed  the  House  by  the  close  vote  of 
219-199.  It  was,  however,  stalled  in  the  Senate.  In  the  1984 
presidential  election,  domestic  content  legislation  was  one  of 
the  major  issues  on  the  Democratio  platform.  The  UAH  called 
for  an  industrial  policy  based  on  coordination  between  labor, 

"Congressional  Quarterly  Almanac.  1982,  S6. 

'^Quoted  in  Jchn  Meagher  and  Karald  Malmgren,  "A 
Historical  View  of  Congress,"  110. 


business,  and  government  and  through  Industry-wide  agreements. 
The  formation  of  an  industrial  policy  was  also  on  the 
Democratic  platform  as  a means  to  improve  the  productivity  and 
competitiveness  of  American  industry  in  world  markets. 

The  Seagan  administration  opposed  the  domestic  content 
legislation  in  the  belief  that  it  would  imperil  the  industry's 
productivity  and  capacity  to  be  competitive  because  import 
restriction  would  reduce  domestic  competition.  The 
administration's  position  on  this  issue  appeared  to  be  more 
coherent  than  it  was  on  the  issue  of  restricting  Japanese  auto 
imports.  Brock,  who  was  in  favor  of  quotas  on  auto  imports, 
called  it  the  worst  piece  of  legislation  since  1930.  The 
Department  of  Commerce,  which  traditionally  had  been  viewed  as 
a bulwark  of  protectionism  in  the  executive  branch,  also 
disapproved  of  domestic  content  requirements.  The  late 
Commerce  Secretary  Malcolm  Baldridge  indicated  that  the 
proposal  violated  the  GATT  and  would  provoke  trade  retaliation 
from  America's  trading  partners. “ 

The  administration's  commitments  to  free  trade  and  to 
stronger  relations  between  the  United  States  and  Japan  were 
articulated  by  Secretary  of  State  George  Shultz.**  Bilateral 


“"Administration  to  Fight  Domestic  Content  Law, " 
Automotive  Hews.  30  April  1984,  1. 

“George  Shultz,  "Japan  and  America:  International 

Partnership  for  the  isaos,"  in  Realism.  Strength.  Meootiation; 


U.S.  Department  of  State  (Washington,  D.C.:  Government 

Printing  Office,  1984):  60-64. 


trade  between  the  two  nations  reached  Sso  billion  in  1982.  The 
combined  GNP  accounted  for  more  than  one-third  of  the  total 
GNP  of  the  world.  Shortly  after  the  House  passed  the  domestic 


content  bill,  President  Peagan  in  an  e 
Cist  on  Sovenber  11,  1983,  reiterated 
trade  and  opposition  to  the  domestic  c 
There  were  several  reasons  for  the 
domestic  content  Isgislation.  First, 
a protectionist  coalition  among  t 


ontent  legislation, 
ultimate  defeat  of  the 
; was  difficult  to  for* 
I groups  that  sought 


protection  from  Congress  because  they  had  a vide  array  of 
conflicting  interests.  For  example,  domestic  machine  tool 
mahers  and  stealvorhere  pressed  Congress  to  bloch  Japanese 
imports  whereas  automakers  feared  that  would  increaes  their 
coetB  because  they  had  to  buy  from  both. 


Second,  the  image  of  the  strength  of  protectionist 
groups  was  larger  than  life.  In  fact,  there  were  dedicated 
free  traders  in  congress  who  held  important  positions  such  as 
Sam  Gibbons,  chairman  of  the  Ways  and  Keans  Committee.  As  an 
observer  put  it,  "Free  traders  in  Congress  are  often  more 
numerous  than  they  seen.  Members  sometimes  introduce  and 
publicly  support  protectionist  measures  to  curry  favor  with 
constituents,  but  remain  philosophically  opposed  to  those 
measures,  and  even  work  against  them  behind  the  scenes.***^ 
Although  the  local  content  bill  passed  the  House,  the  GAW  was 


The  first  local  content  bill  passed  the  House  by  a vote 
of  215-166  on  December  15,  1562.  Despite  supporters'  claie  of 
a victory  that  would  send  clear  signals  to  Japan,  the  bill  was 
stalled  in  the  Senate.  The  stage  was  set,  however,  for  a new 
battle  in  the  ninety-eighth  Congress,  Rep.  John  D.  Dingell  (D- 
e Energy  Co&uBittee  and  a chief  proponent 
o achieve  its  passage. 

Concern  that  the  enactment  of  local  content  reguireoients 
might  violate  the  GhTT  rules  was  raised  in  an  amendment  by 
lans-duck  Rep.  Killicent  Fenwick  (R-H.J.).  The  Fenwick 
amendment  stated  that  the  domestic  content  bill  should  not 
"supersede"  any  "treaty,  international  convention  or  agreement 
on  tariffs  and  trade."  The  amendment  was  passed  in  the  House 


The  administration  was  concerned  about  the  impact  of  the 
domestic  content  legislation  on  the  current  trade  negotiations 

strengthen  the  GATT  mechanism  on  settling  trade  disputes  and 
to  extend  GATT  rules  to  cover  trade  In  service  and  high- 
technology  products.  The  local  content  legislation  would 
inevitably  tarnish  the  administration's  image  as  the  keeper  of 
the  world  trading  system  and  impede  the  adminietration 's 
efforts  to  generate  a new  GATT  round  of  multinational  trade 
talks.  A study  by  the  GATT  Secretariat  stated,  "GATT- 
authoriaed  safeguard  measures  cover  only  $1.7  billion  in 


annual  world  imports,  while  agreement  outside  of  the  GATT — 
such  as  'voluntary'  restraint  agreement  between  the  United 
States  and  Japan  on  automobiles — affect  more  than  $21  billion 
in  imports."*'  The  Peagan  administration  also  wanted  to 
reduce  the  proliferation  of  actions  taken  outside  the  GATT 
framework  by  reaching  an  agreement  to  improve  "safeguard" 


U.S.  Trade  Policy  and  the  Uruguay  Round 
The  persistent  drive  for  protectionist  legislation  in 
Congress  was  temporarily  contained  by  an  alliance  of  free 
traders  supported  by  the  Reagan  administration,  but  the 
unprecedented  trade  deficit  beginning  in  the  early  ISBOs  that 
caused  high  unemployment,  plant  closings,  and  sluggieh 
business  in  many  communities  was  sure  to  give  rise  to  more 
protectionist  sentiment  in  Congress.  The  first  Reagan 
administration  had  run  the  trade  deficit  up  to  more  than  Szoo 
billion  and  showed  no  sign  of  being  able  to  correct  it  at  the 
tine  the  second  Reagan  administration  was  inaugurated  in 
January  1BB5.  The  U.S.  trade  deficit  with  Japan  has  been 
growing  at  an  specially  alarming  rate,  having  guadrupled  to 
$37  billion  in  19B4  from  $8.6  billion  in  1979  (Table  5-4). 

A growing  number  of  people  were  concerned  that  increasing 
foreign  imports  posed  a threat  to  their  jobs.  Resentment  about 
foreign  imports  was  on  the  rise,  especially  when  the 

•’Congressional  Quarterly  Weekly  Report.  20  Hovembar  1992, 


frequently  uentioned  in  the 
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ces  by  foreign  countries  was 
edia.  American  products  were 
protectionist  social  and 
: infrastructure  of  many  foreign  countries  that  made 
their  markets  difficult  to  penetrate.  For  example,  imports  of 
American  auto  parts  represented  less  than  one  percent  of 
Japan's  $50  billion  auto  parts  market  because  of  an  extensive 
relationship  between  Japanese  auto  parts  suppliers  and  auto 
manufacturers.  The  vertical  structure  of  the  relationship 
between  suppliers  and  automakers  in  Japan  was  almost 
impossible  for  foreign  products  to  break  into.  The  flow  of 
products  and  their  prices  were  well  managed  and  controlled 
within  a family-type  relationship. 

Trade,  however,  had  not  been  one  of  Che  top  economic 
priorities  of  the  first  Reagan  administration  and  only  gained 
little  attention  in  the  beginning  of  his  second  term.  Trade 
issues  such  as  automobiles  had  come  to  the  attention  of  top 
decision  makers  in  early  1951  and  were  yet  to  be  resolved  on 
an  ad  hoc  basis.**  Dismayed  et  the  Reagan  administration's 
leek  of  action  to  curb  foreign  imports  and  protect  domestic 
industries,  congress  was  more  than  ready  to  attack  U.5.  trade 
policy,  especially  at  a time  when  m 


'^Office  of  the  United  States  Trade  Representative, 
national  Trade  Estimate  Reports  on  Foreian  Trade  Barriers 
fWashington,  D.C.:  Government  Printing  Office,  1987),  191-192. 

“comment  by  a legislative  assistant  to  Sen,  John  D. 
Rookfeller  IV  (D-wva)  on  a convarsatlon  on  auto  trade  issues 
with  the  author  in  Ithaca,  New  Vork,  on  February  24,  1989. 


elected  to  the  Denocratlc-controlled  House  in  198S.  House 
Speaker  O'Helll  was  quoted  as  sayinq,  "Based  on  what  I hear 
from  laenbers  in  the  cloak  room,  trade  is  the  nuiaber  one 


At  a tine  when  a growing  number  of  their  constituents 
were  calling  for  measures  to  protect  their  jobs,  members  of 
congress  took  particular  note  of  Reagan’s  decision  in  early 
March  of  ISBS  that  he  would  not  ask  the  Japanese  to  extend 
their  voluntary  export  restraints  on  autos  to  the  U.S.  market. 
There  were  several  reasons  for  the  president's  decision  on 
this  matter.  The  primary  one  seemed  to  be  that  U.S.  auto 
companies  had  been  making  profits  for  the  third  consecutive 
year  since  1SB2  in  spite  of  the  administration's  dislike  of 
big  bonuses  going  to  their  executives.  A second  reason  was 
that  the  administration  expected  to  lower  the  prices  of  autos 
for  consumers.  And  third,  Reagan's  personal  commitment  to  free 
trade  and  his  belief  that  the  government  should  not  intervene 
in  domestic  industry  also  contributed  to  his  decision. 

Reagan  administration,  the  administration  did  try  to  readjust 
o reflect  the  competitiveness  of 
many  years,  the  dollar  had  been 
er  major  currencies.  As  a result, 
e relatively  cheeper  than  American 


the  dollar-yen  exchange  ri 

overvalued  against  i 
foreign  products  be* 


^“Quoted  in  I.H.  Destler,  American  Trade  Politics;  system 
under  Stress  [Washington,  D.C.!  Institute  for  International 
Economics,  1968] , 236. 


goods,  and  Anerican  products  becane  lass  competitive  in 
international  narkate.  The  administration  was  steering  its 
monetary  policy  in  a direction  that  would  help  American 
Industries  be  more  competitive.  In  doing  so,  it  hoped  that 
trade  conflict  between  the  nnited  States  and  Japan  would  not 
Jeopardise  relations  between  the  two  countries,  especially 
their  military  alliance  and  strategic  relations. 

Congress,  however,  was  not  happy  about  Japan's 
unwillingness  to  give  American  products  fair  access  to  its 
markets,  Hor  was  Congress  satisfied  with  the  disproportionate 
amount  of  money  Japan  allocated  for  its  own  defense.  The 
nnited  States  spent  well  over  5 percent  of  its  GUP  on  defense, 
whereas  Japan  restricted  it  to  below  1 percent  of  its  GHP,  The 
gap  of  perceptions  between  congress  and  the  administration  on 
how  to  manage  u.s. -Japanese  relations  in  general  and  trade 
relations  in  particular  seemed  to  be  growing  wider. 

Although  most  members  of  Congress  agreed  that  an 
arbitrary  dichotomy  of  free  trade/protectionism  was  senseless 
in  terms  of  making  a sound  and  effective  trade  policy,  members 
who  advocated  the  protection  of  domestic  industries  were 
sensitive  about  being  labeled  as  protectionists . Cabinet 
members  who  shared  the  same  philosophy  of  opposing 
unrestricted  foreign  imports  preferred  to  call  themselves 
pragmatists.  The  lesson  of  the  Great  Depression  of  the  1930s 
still  serves  as  a linchpin  in  an  intensive  fight  over  how  to 
manage  the  economic  conflict  between  the  world's  two  largest 


econoBiles.  Under  these  circunstences,  a more 
fundamental  question  was  raised  about  reciprocity,  one  of  the 
GATT's  major  principles. 

The  call  for  reciprocity  in  Congress  was  echoed  by  people 
outside  the  government,  who  argued  that  the  United  states 
should  show  a determination  to  stop  unfair  trade  practices  by 
its  trading  partners.  They  contended  thet  the  United  states  is 
the  most  open  and  the  largest  market  for  import  in  the  world, 
and  it  could  be  used  as  a powerful  tool  to  pressure  oountries 
practicing  trade  unfairly  to  correct  then  and  to  open  their 
narkets  so  as  to  gain  access  to  the  O.S.  market.  It  was  also 
considered  necessary  to  oounter  Japan's  and  other  nations' 
Industrial  policies  by  using  the  United  states's  institutional 
and  national  resources  effectively.’* 

The  Democratic  leadership  in  Congress  was  more  aggressive 
in  taking  the  leadership  on  trade  issues  than  was  the 
Republican  administration.  In  1965,  O'Neill  Initiated  an 
omnibus  approach  toward  trade  policy-making.  A Democratic 
Trade  Task  Force  was  established.  Majority  leader  Jim  Wright 
was  assigned  the  task  of  coordinating  House  committees, 
including  Agriculture,  Banking,  Finance  and  Urban  Affairs, 
Energy  and  Commerce,  Foreign  Affairs,  Education  and  Labor,  and 
ways  and  Means,  in  preparation  for  writing  trade  bills. 
Eventually  the  Omnibus  Trade  and  Competitive  Act  of  1966  was 

’’Judith  H.  Goldstein  and  Stephan  D.  Krasner,  "Unfair 
Trade  Practices,"  American  Eccnomic  Review  74  (May  1984]  ! 262- 


passed,  covering  a wide  range  of  subjects  such  as  unfair 
foreign  trade  practices,  protection  of  intellectual  property, 
talks  on  exchange  rates,  and  discussions  of  Third  World  debts, 
after  a long  fight  between  Congress  and  the  white  House. 

After  more  than  one  year's  efforts,  the  task  foroe  was 
able  to  merge  individual  bills  from  those  six  committees.  And 
in  spite  of  Reagan's  threat  to  veto  the  bill,  the  House  passed 
it  on  May  22,  1986.  The  bill  would  "require  the  U.S.  Trade 
Representative  to  eubmit  annual  reports  to  Congress  describing 
overall  trade  policy  objectives  and  priorities."  The  Senate 

chambers  passed  their  separate  bills  in  1987,  a House-Senate 
conference  committee  was  formed  to  work  out  the  differences 
between  the  two.’^ 

The  Houee  trade  bill  placed  more  restriction  on  the 
president's  authority  on  trade  policies.  One  of  the  most 
noticeable  amendments  to  the  trade  bill  was  proposed  by  Rep. 
Richard  Gephardt  (D-HissouriJ , who  was  campaigning  for  the 
1988  Democratic  presidential  nomination.  The  politically 
oriented  Gephardt  amendment  required  that  the  president  take 
initiative  to  reduce  the  trade  surpluses  of  countries  who  had 
big  surpluses  with  the  United  States.  The  major  countries 
targeted  were  Japan,  Taiwan,  and  south  Korea.  If  negotiations 
with  those  countries  failed  to  achieve  satisfactory  results 

“For  a detailed  comparison  of  the  provisions  of  the  two 
bills,  see  Conoressional  Quarterly  Weekly  Report,  8 


August 


and  their  trade  surplusee  persisted,  the  president  would  be 
forced  to  reduce  their  trade  surplus  by  10  percent  each  year 
through  higher  tariffs,  quotas,  and  other  neasures. 

Besides,  the  House  trade  bill  also  called  for  the 
president  to  investigate  unfair  trade  practices  by  foreign 
countries.  After  the  investigation,  negotiations  with 
countries  that  violated  the  international  trading  rules  should 
begin.  If  American  products  were  continually  discriminated 
against  by  unfair  trading  practices,  the  president  should 
restrict  their  products  in  the  U.S.  market  in  retaliation.  The 
peagan  administration  oppossd  provisions  of  the  House  hill 
that  restricted  the  power  of  the  executive  branch  to  deal  with 
foreign  countries  on  trade  disputes. 

The  Senate  trade  bill  was  mors  moderate  than  the  House 
version  with  regard  to  restricting  the  president's  authority 
and  discration  in  settling  trade  disputes  with  foreign 
countries.  A provision  of  the  senate  bill,  however,  required 
that  any  company  that  hires  one  hundred  or  more  people  should 
give  its  amployees  sixty  days'  advance  notice  of  plant  closing 
or  layoffs.  Reagan  threatened  to  veto  the  bill  because  of  this 
provision.  He  said,  "I  object  to  the  idea  that  the  federal 
government  would  arbitrarily  mandate,  for  all  conditions  and 
under  all  circumstances,  exactly  when  and  in  what  form  that 
negotiation  should  take  place."”  Although  he  regarded 


advance  notification  of  plant  closing  or  layoffs  a huoane 
deed,  he  insisted  that  it  could  be  done  on  a voluntary  basis. 

The  conpronise  trade  bill  incorporated  with  the  notice 
requirement  that  was  approved  by  a House-Senate  conference  was 
vetoed  by  President  Reagan  cn  Hay  24,  1988.  The  House  overrode 
the  president's  veto  the  same  day.  On  the  advice  of  James 
Baker,  who  later  became  the  chief  of  Vice  President  Bush's 
presidential  campaign,  Reagan  signed  the  trade  bill  without 
the  notice  of  plant  closing  provisions  into  law  in  August 
1988.  Although  the  House  finally  separated  the  notice 
requirement  from  the  trade  bill  and  introduced  it  as  an 
individual  bill,  the  president  agreed  for  political  reasons. 
Baker  feared  that,  if  the  Reagan  administration  was 
demonstrated  as  being  soft  on  unfair  foreign  trade  practices, 
Republican  candidates  might  be  hurt  in  the  1988  election  year. 
The  presidential  campaign  was  getting  intense,  and  Democrats, 
having  mads  trads  a major  campaign  issue,  were  trying  to  gain 
the  support  of  the  workers  by  supporting  the  plant  closing 
notification  bill.  Baker,  joined  by  White  House  Chief  of  Staff 
Kenneth  Duberstein  and  the  new  U.S.  Trade  Representative 
Clayton  Yeutter,  was  reversing  his  initial  opposition  to  the 


‘‘Ellen  Hume,  "Reagan,  Succumbing  to  Politics,  Decides 
Against  Vetoing  Plant  Closing  Measure,"  Wall  Street  Journal , 
3 August  1988,  3.  Also  see  Monica  Langley,  "Senate  Approves 
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separate  plant  closing  notification  bill  to  becone  law  without 
his  signature. 


The  198S  trade  act  represented  another  case  of  compromise 
between  Congress  and  the  executive  branch.  Many  major 
provisions  that  the  Reagan  administration  apposed  such  as 
plant  closing  notification  and  the  Gephardt  amendment  were 
dropped  after  months  of  negotiations  between  the  two  branches 
of  the  government.  Congress,  however,  had  achieved  its  goals 
when  trade  natters  first  appeared  in  19B5.  With  the  enactment 
of  the  trede  bill,  trade  policy  became  a priority  of  the 
government.  The  administration  would  be  forced  to  investigate 
unfair  trading  practices  by  foreign  countries,  to  which 
members  of  congress  thought  the  first  Reagan  administration 
had  paid  too  little  attention.  The  trede  act  also  sent  a clear 
message  to  America's  trading  partners  that  the  United  States 

The  new  trade  act  did  not  regulre  the  administration  to 
raise  tariffs  or  quotas,  which  might  have  created  difficttltlee 
for  the  United  States 's  position  in  the  intemetional  trade 
system.  Under  the  strengthened  section  301  of  the  1934  Trade 


Act,  which  has  become  known  as  Super  301,  the  administration 
would  be  required  to  begin  investigations  of  unfair  trade 
tactics  by  foreign  countries.  Although  the  authority  to 
initiate  such  an  investigation  and  to  decide  whether  or  how  to 
retaliate  was  transferred  from  the  president  to  the  u.s,  trade 


representative,  the  trade  representative  would  serve  under  the 
direction  of  the  president. 

The  administration  was  also  granted  authority  to 
negotiate  in  the  Uruguay  Bound  of  multilateral  trade 
negotiations,  which  was  then  under  way.  The  authority  for  the 
administration  to  conduot  such  negotiations  expired  in  January 
1988.  The  administration  was  authorized  by  the  new  trade  act 
to  reduce  tariffs  as  much  as  50  peroent  as  part  of  the  Uruguay 
Round  negotiations.’^ 

The  Pruauav  Round 

As  the  world  entered  the  1980s,  the  international  trade 
regime  was  faced  with  mounting  pressure  of  national 
protectionism  thrcughcut  the  world  in  spite  of  a hard-won 
agreement  at  the  Tokyo  Bound  negotiations.  Trade  conflict 
among  the  world’s  major  economic  powers  and  between  the 
developed  countries  and  the  developing  countries  was  eroding 
the  world  trading  system.  Thirteen  international  trade 
disputes  were  brought  to  the  GATT  in  1980  alone,  Including  the 
United  States’s  complaints  about  Japan’s  unfair  import 
restrictions  on  American  agricultural  products  suoh  as 
poultry,  beef,  and  tobacco.  Besides,  the  value  of  the  world’s 
trade  in  manufactured  goods  grew  about  1 percent  in  I960, 
compared  to  a rise  of  6 percent  in  1979. 


’’Langley,  "Senate  Approves,’’  3. 


The  "safeguard"  provision,  which  was  left  uncompleted  in 
the  Tolcyo  Round,  was  widely  applied  to  protect  domestic 
markets  from  fcreign  competition.  “ It  was  against  this 
backdrop  of  rising  protectionism  that  the  Consultative 
committee  of  the  GATT,  including  major  trading  powers  such  as 
the  EC,  Japan,  Canada,  Brazil,  and  India,  called  for  "a  strong 

maintenance  of  liberal  trade  policies  and  the  improvements  of 
the  multilateral  trading  system"  on  June  26,  1961.  Not  until 
October  1963  was  a preparatory  committee  established  which 
then  began  to  draw  up  an  agenda  for  the  negotiations. 

A series  of  preliminary  ettorte  aimed  at  opening  a new 
round  of  multilateral  trade  negotiations  under  the  GATT  had 
been  under  way  since  1961.  Brock  pushed  hard  to  achieve  this 
goal  through  constant  consultations  with  government  and 
business  leaders  in  the  United  states  and  abroad,  After  a 
fourteen-months  sffort,  a new  GATT  conference  was  held  in 
November  1962,  which  laid  the  groundwork  for  subseguent 
meetinga.^’ 

Cooperation  between  the  United  States  and  Japan  appeared 
to  be  critical  to  the  launching  of  a new  GATT  round  of  trade 
negotiations.  A proposal  calling  for  the  initiation  of  a new 
round  of  GATT  negotiations  was  propossd  jointly  by  Reagan  and 

“Hobart  Rowen,  "Free  Trade  Erosion  GATT  Topic," 
Washington  Pest.  24  November  1962,  Cl. 

*’David  B.  Tinnin,  "Trying  to  Restart  the  Engine," 
Fortune.  29  November  1982,  52-56. 


Prime  Minister  Yaeuhiro  Nakasone  of  Japan  in  their  Tokyo 
summit  in  November  1983.  The  proposal  called  for  eliminating 
protectionism  and  friction  in  world  trade,  especially  in  the 
areas  of  high  technology  and  finance.  Thereafter,  both  leaders 
agreed  to  press  other  leaders  of  Industrialized  democracies  at 

with  the  actual  negotiations  to  occur  in  19B6.^  In  1985, 
officials  of  the  United  States,  the  EC,  and  Japan,  at  a trade 
conference  in  Kyoto,  Japan,  agreed  to  press  for  a new  round  of 
trade  negotiations.  The  new  round  of  multilateral  trade 
negotiations  was  formally  convened  in  Punta  del  Este,  Uruguay, 
on  September  15,  1986,  and  is  known  as  the  Uruguay  Sound.  It 
is  expected  to  be  concluded  in  1990.  The  major  purpose  for  the 
Uruguay  Sound,  as  stated  in  its  Declaration,  was  to  “halt  and 
reverse  protectionism  and  to  remove  distortion  to  trade“  and 
to  “preserve  the  basic  principles  and  to  further  the 
objectives  of  the  GATT.“®’ 

The  United  States  and  Japan  have  been  enthusiastic  about 
the  Uruguay  Round  because  both  nations  have  a large  stake  in 
the  suocess  of  Che  current  round  of  multilateral  trade  talks. 
The  EC,  France,  and  Pest  Germany,  in  particular,  gave  only 
lukewarm  support  because  the  EC  has  opposed  the  American 
proposal  for  phasing  out  farm  subeldies  by  the  year  2000.  The 

^^Hobart  Rowen,  “U.5. , Japan  to  Seek  Round  of  Multilateral 
Trade  Talks  in  1986,"  Washington  Post.  8 June  1984,  El- 

’^See  General  Agreement  on  Tariffs  and  Trade,  GATT 
Activities  1986  (Geneva,  1987),  15. 


multilateral 


Japanese  believe  it  is  essential  to 
efforts  to  stop  protectionism  worldwide  because  it  has  posed 

Trade  in  services  represents  a big  portion  of  U.S.  total 
export  and  import  activities.  In  spite  of  the  decrease  of  its 
surplus  from  trade  in  services  since  1980,  the  United  States 
still  hae  shown  an  average  trade  surplus  in  services  of  $30 
billion  in  recent  years  (Table  5>5) . According  to  a 1988  study 
by  the  International  Trade  Conmiesion,  the  United  States  lest 
more  than  $40  billion  a year  because  cf  inadequate  protection 
of  intellectual  property  rights  such  as  pirating  computer 
software  and  movie  tapes  and  counterfeiting  in  many  countries. 
An  international  code  for  the  protection  of  Intellectual 
property  would  be  very  helpful  for  the  U.S.  trade  in  services. 

After  strenuous  efforts,  the  united  states  won  the 
support  cf  major  economic  powers  such  as  the  EC,  Japan, 
Canada,  Australia,  and  the  Nordic  countries  to  put  trade  in 
services  on  the  agenda  of  the  new  GATT  round  of  trade  talXs. 
Nonetheless,  firaail  and  India  Insisted  that  trade  in  services 
should  be  ssparated  from  negotiations  on  trade  in  goods  and 
services,  including  banking,  construction,  tourism, 
investment,  and  shipping.  Thus  the  agenda  items  considered 
most  critical  to  ths  United  States — service,  intellectual 


o producing  country  in  I960.  The  world  auto  industry  was, 
, undergoing  a structural  change  in  which  the  United 
States,  the  EC,  and  Japan  became  a triumvirate  in  leading  the 
world's  auto  production  (Table  S.6), 

Because  of  the  high  quality  of  Japanese  automobiles  and 
close  cooperation  between  the  government  and  the  auto 
industry,  Japan  has  successfully  exported  more  than  half  of 
its  annual  production  of  automobiles.  Despite  restriction  on 
Japanese  car  imports  by  France  and  Italy  since  Japan  joined 
the  GATT  in  1969,  Japan  gained  about  11  percent  of  the 
European  auto  narlcat  in  the  late  1960s , And  the  U.s,  auto 
market  was  also  increasingly  encroached  upon  by  Japanese  oars 
until  the  Japanese  government  declared  a voluntary  restraint 
agreement  on  automobile  exports  in  Hay  1981.  The 
aggressiveness  of  Japan's  auto  exports  penetration  has  moved 
the  world  auto  industry  toward  global  competition. 

Japan's  increasing  auto  exports  and  capital  investment 
abroad  have  generated  concerns  ebout  the  stability  of 
international  trade  in  autos  and  the  possible  impact  on  the 
development  and  growth  of  domestic  auto  industries  of  Japan's 
trading  partners.  The  role  of  Japan  in  bringing  about  changes 

structural  changes  of  the  world  auto  industry.  Having  faced 
increasing  demands  for  restraining  Japanese  auto  imports, 
Japan  could  not  help  but  reorient  its  auto  industry.  Protactsd 
by  the  Japanese  government  by  high  tariffs  and  a commodity 


tax,  tha  Japanese  auto  industry  has  long  been  shielded  froa 
foreign  competition  in  domestic  markets.  High  tariffs  on 
imported  cars,  however,  were  reduced  along  with  the  agreements 
achieved  in  the  previous  GATT  rounds  of  multilateral  trade 
negotiations.  In  Japan  abolished  all  tariffs  on  imported 
cars  in  spite  of  continuous  foreign  complaints  about  the 
difficulties  of  getting  access  to  Japanese  car  markets  because 
of  Japan's  car-by-car  inspection  procedure.  Japan  also 
abolished  the  commodity  tax,  which  was  based  on  the  car's 
engine  capacity  and  had  been  regarded  as  a trade  barrier 
against  imported  big  cars  that  were  mostly  foreign-made.  For 
example,  cars  with  engine  capacity  over  2,000  cc  would  be 
subject  to  a 33  percent  tax.  A new  commodity  tax  system  levies 
6 percent  (3  percent  for  midgetsj  on  both  foreign  and  domestic 
cars  which  will  be  reduced  to  3 percent  for  all  cars  after 


The  Japanese  government  has  been  encouraging  Japanese 
automakers  to  establish  auto  plants  in  the  united  states, 
whose  auto  market  has  been  critical  to  the  progress  of  the 
Japanese  auto  industry.  Tha  Ministry  of  International  Trada 
and  Industry  (HIT!) , in  particular,  has  been  noted  for  its 
ability  and  efficiency  to  nurture  a few  targeted  Induetries. 
For  the  past  few  decades,  the  automobile  industry,  together 
with  steel  and  petrochemioals,  had  been  considered  by  MITI 

“See  The  Motor  Industry  of  Japan  1989  <Tokyo  and 
Washington,  D.C. : Japan  Automobile  Manufacturers  Association, 


officials  as  the  key  to  the  overall  flevelopment  and  grovth  at 
the  Japanese  econony.  Mith  its  relatively  young  and  talented 
top  officials  recruited  from  a few  prestigious  colleges,  MITI 
is  also  noted  for  its  extraordinary  capability  to  coordinate 
industries  and  to  develop  sound  and  effective  industrial 
policies. ^ 

yet,  narket  forces  seened  to  have  the  upper  hand  in  the 
late  19d0s  when  Japan  was  xindergoing  a rapid  ecanooic  growth. 
Despite  KlTl's  efforts  throughout  the  19£0s  to  Unit 
competition  among  automakers  and  reduce  the  number  of  auto 
companies  to  achieve  an  efficient  scale  of  production,  the 
number  of  automakers  grew  from  four  in  1951  to  eleven 
currently  in  operation,  one  reason  for  MiTl's  failure  to 
reduce  the  number  of  automakers  was  the  rapid  growth  of  the 
Japanese  auto  market,  which  contributed  to  the  technological 
development  of  the  auto  industry  and  the  financial  strength  of 
auto  companies  on  which  the  survival  of  a number  of  small  auto 
manufacturers  depended.”*  HITI  failed  to  persuade  Japanese 


””Japan  and  France  have  been  regarded  as  strong  states. 
They  are  the  only  two  nations  among  the  advanced  industrial 
democracies  that  enlisted  a few  industries  for  government 
support  in  the  l9S0e,  including  supercomputers,  nuclear  and 
solar  energy,  telecommunications,  aircraft,  and  genetic 
engineering.^  See  Jack  N.  Behrman,  Industrial ^^Pollcies ; 

Hass.:  D.C.  Heath  and  Company,  1984],  15-18. 

”'Thera  are  eleven  eutomekers  in  Japan:  Toyota,  Nissan, 
Honda,  Hitsubishi,  Sutuki,  Toyo  Xogyo,  Isuzu,  Hino,  Daihatsu, 
Nissan  Diesel,  and  Fuji  Heavy  Industry,  see  Jeffrey  Allen 
Hunker,  Structural  change  in  the  U.S.  Automobile  Industry 
(Lexington,  Hass.:  D.C.  Heath  and  Company,  1983),  69-91. 


autonaXers,  Toyota  and  Nissan  in  particular,  to  set  up  auto 
manufacturing  plants  in  the  United  States  at  a tine  vhen  U.5. 
autonaXers  were  having  difficulties  retooling  their  production 
and  were  suffering  financially. 

Japanese  autoaakers  were  skeptical  about  investing  in 
the  united  States  because  of  higher  labor  costs  and  the  high 
exchange  rate  of  the  American  dollar  against  the  Japanese  yen. 
Despite  the  support  of  the  Ministry  of  Foreign  Affaire  (HFA)  , 
whose  officials  did  not  want  the  auto  issue  to  jeopardise 
overall  relations  between  Japan  and  the  united  States,  Kill’s 
efforts  to  push  Japanese  autonakers  to  invest  in  the  United 
States  were  rewarded  only  with  a promise  by  Nissan  to 
establish  truck  assembly  plants  on  a small  scale  in  I960.  Only 
Honda,  which  had  a small  percentage  (B  percent)  of  the 
Japanese  auto  market  and  exported  40  percent  of  its  products, 
proposed  building  a passenger-car  plant  in  Marysville,  Ohio, 

Besides,  NlTl  officials  were  discouraging  Japanese 
automakers  from  increasing  their  exports  to  the  United  States 
in  the  late  1970s  and  early  1980  before  a voluntary  restraint 
agreement  was  announced.  Japanese  automakers,  however,  saw  a 
high  possibility  that  the  U.5.  Congress  might  pass  quota 
legislation  and  thus  tried  to  increase  their  exports  to 
capture  a larger  percentage  of  the  u.s.  market  before  a guota 
system  was  imposed.  President  Carter  indicated  his  personal 


dollar.  Japanese  autonakers  began  to  consider 
seriously  the  idea  of  Investing  in  the  United  States.  In  fact, 
a joint-venture  strategy  has  become  a viable  alternative  for 
then  to  cool  protectionist  sentiments  and  to  increase  their 
market  share  in  the  United  States.  For  some  Japanese  and 
American  automakers  and  for  some  other  Asian  and  European 
automakers,  joint  ventures  provide  opportunities  to  compensate 
for  their  disadvantages  in  having  limited  financial  r 
1 advanced  technologies, 

3 foreign  markets. 


The  joint  venture  between  GM  and  Toyota,  however, 
generated  tremendous  fear  among  other  American  automakers 
about  the  impact  the  joint  venture  by  the  world’s  two  largest 
automakers  would  have  on  the  u.S.  auto  market.  Hembere  of 
Congress  even  introduced  a bill  calling  for  a moratorium  on 
merge  and  joint  ventures.  Chrysler  filed  a lawsuit  against  the 
GM-Toyota  deal  on  the  grounds  that  it  would  violate  u.S. 
antitrust  laws.  After  months  of  battle  over  the  GK-Toyota 
joint  venture,  the  agreement  was  finally  approved  by  the 
Federal  Trade  Commission  in  April  1984.  Production  of  small 
cars  started  at  the  GM  plant  in  Fremont,  California,  in 


General  Motors  also  turned  its  attention  to  Korea  as  a 
low-coet  alternative  to  Japan.  An  agreement  between  General 
Motors  and  Daewoo,  a Korean  conglomerate,  was  reached  in  March 
19B4.  GM  would  own  half  of  Daewoo  Motor  Co.,  which  would  make 


a front-wheel-drive  Eubconpact,  designed  by  GH's  Hesb  German 
subsidiary,  Adas  Opel  A.G.  General  Motors  of  Canada  also 
entered  into  a joint  venture  with  Suauki,  in  which  QH  had  a 35 

Chrysler  domed  a joint  venture  with  Mitsubishi  in 
October  1995.  Under  the  agreement,  Diamond-Star  Motors 
Corporation  was  established  and  began  production  in 
Bloomington-Mormal,  Illinois,  in  1998.  Chrysler  also  signed  a 
marketing  agreement  with  Hyundai  Motor  Co.  of  south  Korea, 
which  had  set  up  an  assembly  plant  in  Quebec,  Canada  in  1999. 
Under  the  agreement,  Chrysler  would  sell  Hyundai's  care  and 
Hyundai  would  gain  access  to  the  D.S.  market  through 
Chrysler’B  distribution  network. 

Japanese  automakers'  sole  investment  in  the  United  States 
and  their  joint  ventures  with  American  auto  manufacturers  in 
the  1980s  have  made  a significant  structural  change  in  the 
American  auto  industry  (Tables  5-7  and  5-8).  Protectionist 
pressure  in  the  United  States  was  alleviated  by  Japan's 
investment  in  the  Horth  American  market.  Their  investment  was 
very  important  to  Japanese  automakers  because  almost  SO 
percent  of  their  products  were  exported  to  the  United  states 
and  Canada.  It  is  reasonable,  however,  to  suggest  that  the 
competition  will  become  more  intense  in  the  U.S.  auto  market 
as  these  "transplants"  are  expanding  their  production. 

The  effects  of  those  transplants  were  also  extended  to 
the  trade  between  the  United  States  and  the  EC.  As  with 


of  Britain's  major  automakers  through  a long  process  of  merger 
and  nationalization. 

As  has  been  contended,  joint  ventures  hold  the  key  to  the 
future  of  the  European  auto  industry  in  spite  of  a difference 
in  management  styles  among  auto  companies  and  the  national 
cultures  in  which  they  operate. Renault  of  France  entered 
an  agreement  with  AHC  hoping  to  increase  its  market  share  in 
the  united  States.  A joint  venture  was  formed  by  Volkswagen 
and  Ford  in  Brazil  and  Argentina  in  19S7.  General  Rotors 
acquired  a 51  percent  stake  in  Saab  Automobile,  a company 
established  by  an  agreement  between  6K  and  Saab-Scania  A3  of 
Sweden  in  19B9,  Honda  entered  an  informal  collaboration  with 
British's  Rover  in  1979,  which  was  seeking  Honda's  help  to 
develop  new  models. 

Unlike  the  United  states,  whose  two  largest  auto 
companies — GH  and  Ford — have  been  in  the  European  auto  market 
for  many  years,  Japan  is  particularly  worried  about  Its  future 
market  share  in  Europe  since  the  twelve-nation  European 
Community  announced  1992  as  the  deadline  for  achieving  a 
single,  unified  market  of  120  million  customers.  Japanese 
automakers  are  keenly  aware  of  European  reetrictions  on 
Japanese  auto  imports  and  unofficial  European  local -content 
requirements,  which  mandate  that  no  lees  than  80  percent  of 


''Stephen  Doblin,  "Competition  in  the  European  Automobile 
Industry,"  in  Ts  There  Enough  Businsss  to  Co  Around?  ed.  Peter 
Amesen  (Ann  Arbor:  university  of  Michigan  Press,  196SJ , 44- 


automa>cer6 


be  made  in  Europe.  Host  ot  the  Japanese 
concentrated  in  Britain,  which  Japanese 
to  use  as  a beachhead  for  lncreasin9  their 


share  in  the  European  market  after  1992. 

The  international  automobile  regime  has  undergone  a 
significant  transformation  while  the  world’s  major  automakers 
were  engaging  in  strategic  alliances  in  response  to  a 
structural  change  of  the  world  auto  industry,  which  was 
induced  by  U.S.  domestic  pressure  on  foreign  imports  in  the 


suinmarv 

Increasing  Japanese  auto  imports  in  the  late  1970s,  which 
captured  almost  25  percent  of  the  American  auto  market, 
alarmed  automakers  in  Detroit.  Exasperated  by  auto  companies' 
financial  problems,  the  American  auto  industry  had  to  call 
upon  Washington  for  a political  solution.  The  autoworkers' 
union  demonstrated  Ite  strength  in  the  drive  for  quota  and 
local  content  legislation,  in  an  election  year,  in  particular, 
the  DAW  wee  too  powerful  to  ignore.  Hembers  of  Congress  who 
represented  the  interesta  of  the  auto  industry  particularly 
pressed  for  government  action  to  help  the  industry.  President 
carter  tried  to  initiate  a "permanent  partnership"  between  the 
industry  and  the  government  to  cultivate  a better  relationship 
with  the  auto  union  as  the  1980  election  day  approached. 
Reagan  rsiteratad  his  commitment  to  assist  the  auto  industry 


In  hie  presidential  campaign  in  1980  although  he  never 
specified  vhat  actions  he  would  take  to  help  the  industry 
except  a promise  to  eliminate  unnecessary  federal  regulations 
on  automobiles. 


The  UAW  had  been  able  to  develop  an  industrial  alliance 
with  the  AfL'CIO,  the  U.S.  Steelworkers , and  other  unions.  It 
bad  also  built  up  a coalition  for  protection  with  its  natural 

political  clout  they  garnered,  conducted  diplomatic  missions 
to  Japan  and  persuaded  Japanese  automakers  and  officials  to 
act  in  a cooperative  fashion  for  mutual  benefit.  In  so  doing, 
the  UAW  caught  the  attention  of  the  mess  media  and  the 
public,  which  provided  a domeetic  context  in  which 
policymakers  must  act.  Regardlese  of  all  its  successful  moves, 
the  UAH  failed  to  get  quota  and  content  legislation  passed 
Congress.  To  account  for  the  UAH'e  failurae  one  must  turn  to 


Kembers  of  the  Reagan  cabinet  were  engaged  in  a lengthy 
fight  over  the  auto  issue  without  any  specific  direction  from 
the  president.  Until  Hsese,  Reagan's  close  adviser,  set  the 
final  score,  the  intra-administration  bickering  appeared  to  be 
endlese.  Even  though  the  Auto  Task  Force,  composed  of  major 
cabinet  membere,  had  recommended  to  the  president  that  the 
united  States  restrict  Japanese  auto  imports,  Reagan  avoided 
accepting  the  rscommendaticn  formally  because  that  would  imply 
his  support  for  domestic  protectionism.  As  case  4 has  shown. 


those  who  appeared  to  be  important  in  the  final  stage  of 
decision  making  on  the  auto  issue  were  not  cabinet  nembers  but 
the  president's  close  adviser  and  staff,  who  apparently  Knew 
better  than  cabinet  nenbers  what  the  president  wanted  to 
achieve . 


When  the  decision  was  made,  the  newt  important  step  was 
to  consult  with  both  congress  and  the  Japanese  government. 
Reagan’s  talk  with  Senator  Oanforth,  who  sponsored  a quota 
bill,  showed  that  a compromise  between  Congress  and  the 
executive  branch  was  critical  for  dealing  with  the  Japanese. 
The  ceiling  limit  for  auto  imports  had  to  be  acceptable  to  the 
Japanese  and  to  be  not  too  tar  below  from  what  Congress  had 
demanded.  The  Japanese  set  the  celling  at  1.6B  million  units, 
which  was  close  to  l.e  million  units  asked  for  in  the  Danforth 


Frustrated  with  the  Reagan  administration's  inaction  on 
trade  Issues,  congress  tried  again  to  take  control  of  trade 
policy.  With  the  initiation  of  the  Democratic  leadership  in 
Congress,  the  19BB  Omnibue  Trade  Act  was  legielated  by 
congress.  The  act  was  a compromise  product  not  only  between 
congress  and  the  white  House  but  also  between  protectionists 
and  free  traders  in  Congress.  Host  of  the  original 
protectionist  provisions  were  dropped  before  a compromise  was 
achieved.  Congress  succeeded  in  pressing  the  administration  to 
act  on  unfair  trade  practices  by  America's  trading  partners, 
yet  congress  failed  to  force  the  administration  to  reduce  the 


trade  surpluses  of  those  countries  with  the  largest  trade 
surpluses  with  the  united  States. 

The  administration,  on  the  other  hand,  vas  granted  new 
authority  to  negotiate  with  foreign  countries  on  natters  of 
trade  in  the  Uruguay  Round,  which  the  administration  initiated 
with  Japan  at  a time  when  the  nation's  trade  deficit  was 
unprecedentedly  high  and  the  domestic  environment  seemed  not 
to  be  cordial  toward  another  liberalization  drive. 
Honethelesa,  the  United  States  has  a stake  in  the  success  of 
the  Uruguay  Round  because  it  covers  trade  in  services  and  high 
technology,  an  area  in  which  the  United  States  enjoys  a 
competitive  edge. 

With  the  American  leadership  still  committed  to  free 
trade,  albeit  asking  for  sore  international  cooperation,  the 
world  trading  system  is  moving  ahead  again  despite  rising 


protectionism  among  its  members  and  sporadic  drives 
protection  by  domestic  industries  in  the  United  States. 


RavitjlliBd  Domagtic  Indu 


EHPLOVMENT  IN  MAJOR  U.S.  AUTO  COMPANIES 
(AVERAGE  EMPLOYMENT  PER  YEAR  IN  THOUSANDS  OF  WORKERS) 


DOMESTIC  AUTO  CONTENT  BEOUIREKENTS  UNDER  THE  TAIB 
PRACTICE  IN  AUTOMOTIVE  PRODUCTS  ACT 


EXPORTS 


The  findings  of  this  research  run  contrary  in  seine  ways 
to  major  assumptions  of  the  pluralistic  model  in  explaining 
American  trade  policies.  They  also  reveal  that  the  American 
government  was  able  to  act  autonomously  in  major  trade  policy- 
making  by  balancing  the  demands  that  societal  sectors  and 
pressure  groups  placed  on  it  and  the  state's  preferences  for 
maintaining  the  stability  of  the  international  trade  and 
automobile  regimes.  In  this  chapter,  I will,  therefore, 
compare  my  conclusion  vith  some  general  assumptions  of  the 
interest  group  approach,  which  has  long  dominated  the  society- 
centered  explanations  in  the  study  of  American  foreign 
economic  policy.  In  doing  so,  I hope  to  draw  a clearer  picture 
of  the  role  of  the  American  state  in  the  formulation  and 
implementation  of  U.S.  trade  policy  vis-a-vis  that  of  the 
American  state  in  the  maintenance  of  and  change  in  the  world 
trading  system.  I will  also  discuss  the  implications  of  these 
findings  for  our  understanding  of  International  regime  change 
and  regime  constraints  on  state  behavior. 


international  conetraints . ^ Apparently,  the  reenergence  of  the 
concept  of  the  state  has  not  only  been  seen  as  conplementary 
to  society-centered  approaches  in  explaining  the  fonaulation 
and  inplementation  of  U.S.  foreign  aconobic  policy,  but  also, 
as  discussed  in  this  research,  contributed  to  our 
understanding  at  when  and  how  international  regimes  change  and 
the  extent  to  which  such  changes  affect  state  behavior  and  the 


overall  international  e 

According  to  society-centered  explanations,  policy 
outcomes  bear  the  imprint  of  special  interests.  Political 
power  in  American  politics  is  defined  as  the  ability  to 
translate  interest  into  lav.  Kot  only  are  members  of  Congress 
more  responsive  to  the  special  interests  of  powerful  political 
groups  than  to  the  public  good,  but  administrative 
bureaucracies  appears  to  be  bulwarks  for  protecting  the 
interests  of  their  various  clients.  Theodore  J.  Low!  has 
contended  that  interest  group  politics  in  pluralistic  American 
society  has  contributed  to  America's  institutions  failure  to 
respond  to  national  crisis  situations.  The  government  has 
become  an  area  where  various  powerful  interest  groups  vie  to 
influence  the  process  of  national  policy-making.  The 
government  expanded  in  response  to  the  demands  of  major 


^See  G.  John  Ikenberry,  David  A.  Lake,  and  Michael 
Mastanduno  eds,,  The  State  and  American  Foreign  Economic 
Policy  (Ithaca:  Cornell  University  Press,  1988].  The  contents 
of  this  book  first  appeared  in  the  Winter  1986  edition  of 
International  Qroaniratien  (Volume  62,  Number  1) . 


t big  corporations  try  t 


resulting  from  the  gradual  transformation  of  domestic 
politics.' 

Although  it  cannot  be  denied  t 
get  what  they  want  by  usin> 
disposal,  which,  according  to  Lindbloa,  are  often  greater  than 
available  to  many  administrative  agencies,'  the  power  of 
business  gave  the  appearance  of  being  omnipotent  and 

oonolusion  that  the  government  is  a bystander  in  the  conflicts 
and  bargaining  Initiated  by  the  big  corporations.  The  state 
plays  a passive  role  in  the  process  of  public  policy-malcing. 
The  function  of  the  government  may  be  lihe,  in  Stephen  D. 
Krasner's  words,  "a  cash  register  that  totals  up  and  then 
averages  the  preferences  and  political  power  of  societal 

preferences  are  of  little  relevance  in  the  interest  approach 
for  the  study  of  politics  in  the  United  States. 

It  is  not  difficult  to  find  examples  of  government 
policies  that  bears  the  mark  of  special  interests.  Yet, 
neither  is  it  difficult  to  find  government  policies  that  show 


‘See  Jan  Tumlir,  protectionism!  Trade  Policy in 

nawoaratie  Sociatles  (Washington,  D.C.!  American  Enterprise 
Institute  tor  Public  Policy  Research,  19B5) , 14-17. 


'Lindblom,  Politics  and  Markets,  356. 

“Stephen  D.  Krasner,  "Approaches  to  the  State: 
Alternative  conceptions  and  Historical  Dynamics,"  comparative 
Polities  IS  (January  1964):  J27. 


administrative 


that  the  preferences  of  politicians 
officials  do  make  a difference  in  policy  o 
argue  that  the  U.S.  government'e  support  of  the  liberal 
international  trade  regime  in  the  postwar  years  was  advanced 
by  the  interests  of  business.  The  big  u.s.  multinational 
corporations  needed  to  expand  international  markets  for  their 
products,  and  they  needed  to  Import  raw  materials  from  foreign 

important  part  in  its  efforts  toward  the  creation  of  the  QhTT 
and  were  the  reason  why  the  U.s.  government  tolerated  unfair 
trade  practices  by  its  allies  in  Europe  and  Japan,  in  the 
trading  of  agricultural  products  and  industrial  products  such 
as  steel,  which  has,  to  an  extent,  undermined  the  domestic 
industries . 


When  the  interests  of  big  corporations  and  the 
preferences  of  public  actors  converged,  there  were  few 
barriers  to  the  state's  efforts  to  establish  an  international 
trade  order  through  the  GATT.  The  number  of  policy  choices  was 
more  constrained,  however,  when  the  interests  of  the  state  and 
of  domestic  groups  diverged  on  certain  issues.  The  process  of 
forming  the  international  trading  system  was  a case  in  point. 
The  Havana  Charter,  an  agreement  covering  nearly  all  aspects 
of  international  trade,  was  never  submitted  to  congress  for 
approval  because  some  members  of  Congress  opposed  it  on  the 
grounds  that  the  United  states  might  be  subject  to  too  many 


obligations  under  the  Charter’s  wide-ranging  authority.  The 
GATT,  initially  intended  to  serve  as  an  intarin  agreenent 
until  the  Havana  charter  was  passed,  encountered  less  domestic 
opposition  and  has  provided  a forum  for  the  management  of 
international  trade  since  194S. 

A few  major  rounds  of  multilateral  trade  talks  under  the 
auspices  of  the  GATT  were  initiated  by  the  United  states  under 
circumstances  that  did  not  portend  such  liberal  trade  talks  as 
the  society-centered  model  might  have  assumed.  The  Tokyo  Round 
of  multilateral  trade  talks  of  1971  was  Initiated  when  the 
United  States  was  in  an  economic  recession  caused  by  the  first 
oil  crisis.  The  Uruguay  Round  of  trade  talks  of  1986  was 
launched  when  domestic  protsctionlst  pressure  was  increasing 
and  the  economic  strength  of  the  United  States  was  believed  to 
be  in  decline  relative  to  that  of  other  major  economic  powers 
such  as  Hast  Germany  and  Japan. 

In  the  case  of  automobiles,  tbs  influence  of  organised 
interests  such  as  automakara  and  the  UAH  on  public  policy- 
making decreased  because  they  had  different  demands  for 
government  assistance  at  a time  when  foreign  competition  was 
intense.  Given  the  divergent  interests  between  automakers  and 
trade  unions  and  the  government's  overall  concern  for  domestic 
and  international  interests,  the  old  saying,  "What  is  good  for 
G.H.  is  good  for  America  and  vice  versa,"  seem  no  longer 
valid.  TO  keep  their  products  compatltlve,  the  Big  Three  have 
been  importing  cheaper  vehicle  parts  from  foreign  countries  to 


decision  naking 


bureaucratic  politics  a 


ahovn,  in  the  process  of  decision  naking  for  a major  foreign 
eoononic  policy,  bureaucracies  generally  took  positions 
consistent  with  the  interests  they  intended  to  protect.  Vet  a 
bureaucratic  consensus  was  difficult  to  achieve.  The 
best  explain  the  infighting 
polioy-naking,  but  it  is  weak 
that  are  derived  from  major 
The  four  cases  concerning  the 
e illustrated  that  the  final 
at  the  bureaucratic  level  but  were 
I his  close  advisers  and  staff, 
critical  to  all  decisions  in  those 
.hose  four  cases  are  similar  to  the 
Philip  H.  Tretlse.  According  to  Treriss,  "Only 
president  commands  the  resources  and  has  the  unifying 
t of  view  to  formulate  a national  policy  which  at  once 
6 into  account  the  intereats  and  occupationa  of  other 
one,  the  state  and  needs  of  the  domestic  economy,  and  the 
special  groups  within  the  country."" 
politics  approach  was  insufficient 
Commerce  Oapartment  wished  to  protect  the 


in  explaining  policy  outcomes 
decisions  made  by  the  president, 
auto  industry  in  this  study  ha 
decisions  were  not  reached  at  t. 
made  by  the  president  and  hi 
Presidential  leadership 
four  cases.  My  findings 


differing 


the  decision-making  process  and  desired  policy  outcomes  In  a 
very  complex  situation  such  as  the  Cuban  missile  crieie.  See 
Graham  T.  Allison,  Essence  ef  Decision:  Bxmlainina  the  Cuban 
Mlsslls  Crisis  (Boston!  Little,  Brown  and  Company,  1971). 

"Philip  H.  Tresise,  "Making  America's  Poreign  Economic 
Policy,"  in  Perspectives  on  O.S. -japan  Economio  Relations,  ed. 
Allen  Taylor  (Cambridge,  Mass.!  Ballinger,  1973),  21«. 


American  auto  industry  against  increasing  Japanese  auto 
inports  in  1981  but  did  not  want  the  renovai  of  voluntary 
export  restraints  to  be  linked  to  wider  concessions  from  Japan 


For  the  president,  hie  cabinet  neiobers,  advisers,  and 
staff.  Day  serve  to  filter  trivial  questions  and  present  to 
the  president  the  nost  inportant  issues  and  alternative 
policies.  The  president  nay  rely  on  the  information  they 
present  but  he  has  to  make  decisions  based  on  his  own 
judgment.  In  writing  about  the  efforts  of  Kixon,  Ford,  and 
Carter  to  restructure  trade  organisations  for  formulating  U.5. 
foreign  economic  policy  to  accommodate  the  role  of  the  United 
States  in  the  changing  international  economy,  Charles  W. 
Kegley  and  Eugene  R.  wittkopf  have  concluded  that 
"presidential  preferences  and  preferred  operating  styles 
ultimately  have  an  impact  on  the  ability  of  the  presidency  to 
shape  policy  outcomes."*^ 

decisions  without  taking  Institutional  restraints  into 
account.  The  president,  however,  has  the  authority  and 
resources  to  deal  with  institutional  constraints.  For  example, 
the  International  Trade  commission  (ITC)  was  authorited  by 
Congress  to  accept  petitions  of  domestic  industries  claiming 
that  they  bad  been  injured  by  foreign  imports  and  were  asking 

‘^Charles  H.  Kegley,  Jr. , and  Eugene  R.  Wittkopf,  American 
Fnralan  Policy!  Patterns  and  Process.  2d.  ed.  (New  york:  St. 
Martin’s  Press,  1982),  3«9. 


trade  and  tariffs.  Con9ress  serves  as  tile  linchpin  to  the 
executive  branch's  negctiations  with  foreign  countries  on 


lies  because  it  has  the  authority  to  approve  or 
disapprove  the  president's  agreenents  with  foreign  powers. 


This  study  has  shown  that  if  the  two  branches  of  the 
government  share  the  same  viewpoint  on  certain  issues, 
effective  policy  can  develop.  If  the  executive  branch  assists 
domestic  industries  suffering  from  foreign  oompetitlon, 
congreesional  opposition  to  the  executive  branch's  policy 
would  be  minimised.  As  a result,  the  executive  branch 
maintains  a capacity  for  autonomy  in  setting  policy. 


compromises  and  conciliation  between  the  administration  and 
Congress.  A major  finding  in  this  study  is  that  the 
perceptions  and  preferences  of  major  decision  makers  ere  very 
influential  in  shaping  the  guidelines  for  formulating  foreign 
economic  policy,  For  example,  all  U.S.  presidents  in  the 
postwar  years  have  edvoceted  e liberel  international  trade 
syetem,  albeit  the  actions  they  took  to  carry  out  that  belief 
varied,  presidential  commitment  to  the  liberal  trading  system 
led  to  major  multilateral  trade  talks,  and  the  stability  of 
the  postwar  international  trade  regime  can  be  attributed  to 
the  commitment  of  the  leadership  in  the  United  States.  The 
president  is  the  architect  of  international  economic  policy, 
and  the  bureaucracies  era  the  builders  of  that  policy, 


The  eutonony  of  the  government  in  setting  policies  is 
greatly  strengthened  when  close  consultation  and  cooperation 
occur  between  the  executive  branch  and  Congress.  The  passage 
of  Che  Trade  Act  of  1974  showed  how  the  two  branches  of  the 
government  could  facilitate  the  process  of  foreign  economic 
policy-making  through  bipartisan  cooperation.  The  legislatioh 


congress,  industries,  and  labor.  The  latter  was  assured  that 
its  interests  would  not  be  sacrificed  by  Che  ease  of  the 
government's  providing  assistance  to  industries  Injured  by 
imports,  congress  was  also  assured  that  members  of  Congress 
would  participate  directly  with  the  U.S.  negotiating  delegate 
to  the  Tokyo  Pound  of  multilateral  trade  negotiations. 

conflict  within  congress  has  allowed  the  executive  branch 
to  seek  greater  autonomy  in  policy-making.  It  was  difficult 
for  Congress  to  achieve  a consensus  on  major  trade  issues 


because  members  of  Congress  represent  the  broad  range  of 

reach  a consensus  on  a major  trade  proposal  in  Congress  chan 
in  the  administration.  It  was  contended  that  the  gains  of 
trade  protectionism  tend  to  be  concentrated,  whereas  the 
benefits  of  free  trade  tend  to  proliferate.  Accordingly, 
protectionist  groups  form  easily  and  have  a strong  influence 
on  policy-making,  whereas  the  coalition  for  liberal  trade 
tends  to  be  loose  and  its  policy-making  power  ie  diffuse.  My 
findings  show  that  this  is  not  necessarily  true.  The 


allies  in 


administration’s  commitment  to  liberal  trade  provided  ei 
nomentun  for  generating  a coalition  for  antlprotectionisn  not 
only  in  domestic  industries  but  also  in  Congreee.  The  defeat 
of  bills  imposing  quotas  on  Japanese  auto  imports  a 
content  requirements  demanded  by  the  UAH  and  its 
Congress  demonstrates  this  point. 

The  interest  group  approach  to  the  study  < 
politics  reflects  a conventional  belief  that  tt 

state  is  subject  to  the  influence  of  organised  t 
Politicians  and  administrative  officials  lack  z 
policy  instruments  to  command  the  society,  in  particular 
business.  Stether,  the  state  is  guided  by  groups  representing 
special  interests. 


e American 


To  some  extent,  it  is  useful  for  our  understanding  to 
place  states  on  a continuum  ranging  from  strong  to  veak  to 


the  state  as  an  independent  variable  categorized  as  strong  or 
weak  to  explain  a nation's  economic  performance  nay  hinder  cur 
comprehension  of  conditions  under  which  veak  states  may  be 
able  to  act  autonomously.  With  regard  to  the  international 
trade  regime,  a serious  question  could  be  raised:  Do  weak 
states  tend  to  be  more  constrained  by  the  trade  regime  than 


strong  states? 

It  also  has  been  assumed  that,  in  many  developing 
countries  where  authoritarian  regimes  were  strong,  the  state 


played  a strong  role  in  social  and  aconooic  developnent.  This 
idea,  however,  conveyed  the  false  notion  that  a strong  state 
could  secure  the  survival  and  growth  of  donestic  industries 
that  it  deened  to  be  inportant  and  provide  assistance  in 
coping  with  foreign  competition.  Yet,  many  national  industries 
suoh  as  steel  and  automobiles,  which  were  shielded  from 
foreign  competition  and  which  in  several  Asian  and  Latin 
American  countries  were  protected  by  the  state,  have  become 
financial  liabilities  to  the  state.  Hot  only  did  an 
institutional  inertia  develop  in  those  state-run  industries 
owing  to  the  lack  of  market  competition,  but  a number  of 

policies.  Because  of  the  state's  authoritarian  position  in 
allocating  limited  resources  in  those  countries,  state 
policies  apparently  did  not  receive  public  scrutiny  in  their 

traditionally  has  been  associated  with  formal  legalism,  with 
the  state  viewed  as  "a  bureaucratic  apparatus  and 
institutionalised  legal  order  in  its  totality."*^  That 
conceptualisation  tended  to  ignore  the  dynamic  interactions 
between  the  state  and  society.  Statist  approaches  were  too 
occupied  with  the  institutional  constraints  on  the  behavior  of 
public  officials  to  recognize  that  preferences  and  perceptions 
of  policymakers  have  an  impact  on  policy  outcomes.  As  Krasner 
has  pointed  out,  statist  approaches  do  not  usually  emphasize 


'^Krasner,  "Approaches 


both  institutional  constraints  and  political  bsliefs  at  the 
sane  tioe.“  If  institutional  constraints  play  a critical 
role  in  shaping  public  policies,  political  leaders'  beliefs 
becone  irrelevant  in  this  Institutional  structure.  Statist 
approaches  also  fail  to  explain  variations  in  policy  outcomes 
produced  by  the  same  institutional  structure. 

One  must,  therefore,  loob  at  the  domestic  structures  that 
underpin  both  the  state  and  society.  It  would  be  inadeguats  to 
study  foreign  economic  policy  simply  from  a statist 
perspective.  According  to  Morgenthau.  "The  state,  far  from 
being  a thing  apart  from  society,  is  created  by  society."'^ 
Therefore,  the  policy  capacity  of  a state  cannot  be  fully 
understood  without  exploring  the  state's  relations  with 

The  domestic  structures  approach  to  foreign  economic 
policy,  elaborated  by  Peter  J.  Katzenstein,  exhibits  a broad 
concern  for  societal  constraints  on  decision  makers'  policy 
choices.'^  This  approach  goes  beyond  the  analytical  capacity 
of  the  Interest  group  approach  by  focusing  on  the  relationship 


*'lbid..  228. 


'“For  a detailed  discussion  of  the  "domestic  structure" 
approach,  see  Peter  J.  Katzenstein,  "Conclusion:  Domestic 
structures  and  strategies  of  Foreign  Economic  Policy,"  in 


advanced  Industrial  seatea.  ad.  Pater  Katzenstein  (Madison: 
University  of  Wisconsin  Press,  1984),  295-336. 


between  the  state  and  business.  As  Katzenstein  has  claimed, 
**The  ruling  coalition  and  policy  networks  in  domestic  politics 
conditions  strategies  of  foreign  economic  policy."'*  By 
stressing  the  link  between  the  public  and  private  sectors,  the 
domestic  structures  approach  avoids  a parochial  view  of  the 
interest  group  approach.  The  domestic  structures  approach  thus 
is  better  able  to  explain  the  formulation  and  implementation 
of  foreign  economic  policy. 

It  has  been  argued  that,  without  a conceptual  consensus, 
the  concept  of  the  state  obstructs  more  than  it  facilitates 
our  understanding  of  international  politics.**  It  is, 
nonetheless,  because  of  the  rigorous  study  of  the  state  that 
we  can  avoid  a trap  of  becoming  parsimonious  in  the  study  of 
international  politics,  a discipline  that  deals  with 
Interstate  relations  among  more  than  one  hundred  sovereign 
states  with  vastly  diffsrent  political,  social,  economic  and 
cultural  structures  and  functions. 

Implications  for  the  Theory  of  International  Rsoime  Change 

The  hegemonic  stability  theory  assximes  that  hegemonic 
states  {or  dominant  powsrs)  are  preconditions  for  the  creation 
and  maintenance  of  international  regimes.  As  Robert  Gilpin  has 
claimed,  a hegemonic  state  or  dominant  power,  liberal  Ideology 

“'Ibid.,  306. 

**See  Yale  H.  Ferguson  and  Richard  U.  Kansback,  The  state, 
ccnceptual  Chaos,  and  the  Future  of  International  Relations 
Theory  (Boulder,  Colo.:  Lynne  Rienner,  1909),  81-98. 


slogy  nay 


iBpBrlal. 


of  world  economy,  and  a lack  of  common  interests  would  weaken 
tJie  strength  of  the  liberal  trade  regime  and  inorease  the 


politloB. 


dollar  In  the  international  monetary  narket,  President  Nixon 
announced  that  the  Anerlcan  dollar  would  no  longer  be 
convertible  into  gold  on  August  15,  1971.  This  decision  put  an 
end  to  the  postwar  international  monetary  regime.  The  policy 
choice  of  the  Nixon  administration  clearly  reflected  the 
administration's  ability  to  maintain  national  autonomy  over 
regime  constraints.  As  Joanne  Gowa  has  demonstrated,  domestic 
factors,  especially  the  perceptions  of  national  interests  of 
major  decision  makers  in  the  administration,  determined  the 
range  of  policy  options  and  the  final  decision  made  by 

Besides,  as  this  study  has  shown,  the  United  States,  at 
the  peak  of  its  military  and  economic  power  in  the  postwar 
years,  was  unable  to  dictate  the  rules  for  an  international 
trade  regime  as  it  desired.  For  example,  a number  of  safeguard 

and  Trade  as  an  incentive  for  natione  to  participate.  Those 
safeguard  measures  were  viewed  by  member  countries  as  ending 
their  participation  in  the  GATT  once  they  decided  to  protect 
their  economic  sovereignty  from  being  eroded  by  the  rules  and 
principles  of  the  regime.  The  relative  decline  of  economic 

cause  the  international  trading  system  to  fall  apart.  On  the 
contrary,  the  number  of  member  countries  of  the  GATT 

^See  Joanne  Gowa,  closing  the  Cold.  Window.  Domestic 
Politics  and  the  End  of  Bretton  Woods  (Ithaca:  Cornell 
university  Press,  1963),  13-32. 
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pover  thsy  consider  to  be  most  important  in  changing 
international  regimes.  The  concept  of  power  is  vaguely 
defined,  for  example,  as  "the  potential  to  affect  outcoms." 
Knowing  that  the  United  States  had  power  to  reduce  its 
sensitivity  and  vulnerability  to  the  Bretton  woods  monetary 
system,  however,  does  not  explain  the  timing  for  the  breakdown 
of  the  international  monetary  regime.” 

The  theory  of  hegemonic  stability  suffers  a similar 
thsoretical  weakness.  It  fails  to  show  how  much  the  power  of 
the  hegemonic  state  must  change  to  cause  change  in  the  regime, 
Of  the  four  models  illustrated  by  Xeohane  and  Kye,  Kcdel  3 
(the  power  structure  within  issue  areas}  is  useful  as  an 
analytical  framework  to  explain  changes  in  international 
regimes  for  industries  such  as  steel,  textiles,  and 
automobiles.  Yet  the  model  needs  to  be  refined  to  explain  the 
variations  among  issue  areas.  For  instance,  in  the 
international  textiles  regime  the  stronger  states  in  an  issue 
area  may  make  the  rules  of  the  game.  But  the  model  may  not  be 
valid  for  explaining  the  international  automobile  regime  in 
the  19*708  and  beyond.  In  Che  world  automobile  trade,  the  power 
of  the  United  States  does  not  come  from  its  enormous 
productivity  in  autos  or  its  technological  advantage  over 


^^ere,  sensitivity  referred  to  "degree  of  responsiveness 
within  a policy  framework — how  quickly  do  changes  in  one 
country  bring  oostly  changes  in  another,  and  how  great  are  the 
costly  effects?"  Vulnerability  was  defined  as  "an  actor’s 
liability  to  suffer  costs  Imposed  by  external  events  even 
after  policies  have  been  altered."  Sea  ibid.,  12*13. 


other  nations.  The  United  states  is  powerful  because  it  has 
the  largest  national  auto  aiarket  in  the  world,  on  which  the 
survival  and  progress  of  the  Japanese  auto  industry  depends. 

Surplus  capacity  has  been  cited  as  a najor  factor  to 
explain  changes  in  international  reglnes  for  major  economic 
sectors.  There  are,  however,  few  manufactured  goods  whose 
markets  are  not  yet  saturated.  Global  markets  for  major 
manufactured  products  in  particular  have  matured.  Although 
protectionism  was  on  the  rise  worldwide,  the  international 
trade  regime  did  not  collapse  into  protectionism  as  the  theory 
of  surplus  capacity  would  suggest.  This  study  finds  that 
neither  hegemonic  decline  nor  surplus  capacity  created  the 
conditions  necessary  for  change  in  the  international  trade 
regime  for  automobiles.  Rather,  it  was  domestic  politics  of 
the  hegemonic  etate  that  induced  and  facilitated  the  change. 

The  findings  of  this  study  show  that  the  stability  of  the 
international  trade  regime  depended  on  the  commitment  of 
American  leadership  to  liberal  international  trade.  The 
American  leadership  had  perceived  that  the  maintenance  of  the 
world  trade  regime  is  consonant  with  the  overall  interests  and 
objectives  of  U.S.  foreign  economic  policy.  A sudden 
disruption  of  the  international  trade  regime  would  jeopardize 
the  economic  prosperity  of  the  West  as  well  as  the  rest  of  the 
world  and  thus  threaten  the  integrity  of  the  Western  alliance. 
World  peace  would  be  put  at  stake.  The  liberal  international 
trade  system  has  been  considered  important  to  world  peace  and 


international  economic  prosperity  by  all  U.S.  presidents  in 
the  postwar  era. 

Although  voluntary  export  restraints  (VER)  were  a 
temporary  norm  governing  international  trade  in  autos  among 
major  auto-  producing  countries,  they  have  reflected  a 
political  commitment  to  a smooth  transition  for  structural 
change  in  the  world  auto  industry  leading  to  more  liberal 
international  trade.  The  regime  has  been  flexible  in  dealing 
with  protectionist  forces  to  survive  marhet  turbulence  caused 
by  structural  changes  in  the  world  auto  industry,  one  outcome 
was  that  the  percentage  of  national  auto  marXets  for  foreign 
imports  was  carefully  negotiated  and  found  acceptable  to  both 
exporting  and  importing  countries  in  a way  that  would  not 
jeopardise  the  development  and  stability  of  auto  industries  in 
the  nation. 

Tariffs  for  imported  cars  were  substantially  reduced  by 
major  auto-producing  countries  in  accord  with  agreements  made 
during  the  several  rounds  of  multilateral  trade  negotiationa 
under  the  auspices  of  the  GATT.  The  United  States  has  long 
imposed  a nominal  tariff  of  less  than  3 percent  on  imported 
autos.  Other  major  European  countries  such  as  Britain,  Prance, 
end  West  Germany  have  reduced  tariffs  for  imported  autos  from 
more  than  30  percent  to  IX  percent.  Japan  has  imposed  no 
tariffs  on  Imported  cars  since  1978  compared  to  40  percent  in 
the  postwar  years.  Besides,  direct  foreign  investment  in  the 


not  seen  to  need  much  effort  on  the  part  of  the  United  States 
to  convince  the  Japanese  how  important  the  stahility  of  the 
international  trading  systen  is  to  then.  The  latest  Uruguay 
Round  of  the  multilateral  trade  talks,  which  was  initiated 
through  the  collaboration  of  the  united  states  and  Japan,  was 

Cooperation  nay  also  be  required  by  close  econonic 
interdependence  among  major  powers.  It  was  estimated  that 
Japan  exported  about  40  to  50  percent  of  its  annual  production 
to  the  united  states  and  about  33  percent  of  D.s.  annual 
production  vent  to  Japan.  Given  these  close  econonic  relations 
between  the  United  states  and  Japan,  one  may  expect  that  the 
domestic  politics  of  either  nation  would  have  an  important 
impact  on  their  economic  relationship  and  on  the  degree  of 
cooperation  between  them. 

The  United  States  and  Japan  have  been  engaged  in 
intensive  trade  negotiations,  aiming  to  solve  the  problems  of 
the  imbalance  of  payments.  The  Structural  Impediments 
Initiative  (SII)  was  launched  by  the  leaders  of  both 
governments  in  JtUy  15B9.  The  SII  Working  Group  was  createdT 
its  major  task  was  to  identify  and  discuss  spsclfic  structural 
impediments  to  trade.  An  agrasment  about  economic  and  trade 
reforms  in  both  nations  was  reached  in  April  1990.“  Both 


“see  John  Greenwald,  "A  Blueprint  far  Reform,"  Time.  18 


the  impact  of  it 
The  state's  policy  autonomy  w. 
process  of  interactions  betwe 


policy  choices  on  the  regimes. 
i Clearly  derived  from  a lengthy 
h the  state  and  society.  To  cope 


with  the  deteriorated  situation  in  the  auto  industry  in  the 
early  19S0S.  the  Reagan  administration  refused  to  bow  to 
pressure  from  the  autoworker's  union  and  Ford  Kotor  Company's 
demand  for  increasing  tariffs  on  imported  cars.  Instead,  the 
administration  chose  to  obtain  a voluntary  restraint  agreement 
from  Japan.  The  GATT  provisions  allow  contracting  parties  to 
raise  tariffs  or  cease  tariff  concessions  if  such  concessions 
were  found  to  be  causing  injury  to  industries  through 
increasing  foreign  imports,  vst.  the  progress  of  GATT  in 
achieving  tariff  reductions  might  be  set  back  if  the  united 
States,  as  the  single  largest  national  market  in  the  world  for 
imports,  were  to  increase  tariffs  for  imported  eutoe. 

Second,  quota  systems  for  foreign  car  imports  violate  the 
GATT's  principles  of  reciprocity  and  nondiscrimination.  Yet, 
the  management  of  the  international  trade  in  autos  through 
voluntary  export  restraints  was  intended  to  be  temporary,  as 
shown  by  the  Reagan  administration's  refusal  to  ask  the 
Japanese  government  to  extend  the  agreement  in  1985.  Japanese 
auto  exports  to  U.S.  markets  never  reached  the  ceiling  set  in 
the  agreement  and  eventually  the  "transplants"  owned  by 
Japanese  automakers  or  by  Japanese  in  a co>venture  with 
American  automakers  in  the  United  States  will  increase  their 
outputs,  ell  of  which  will  mean  the  end  of  the  VRA.  The 


nanagejnent , tha  legltiaac/  of  the  state's  abiding  to  the 
principles  and  rules  of  the  regime  would  be  called  into 
guestlon  if  donestic  interests  deteriorated  further  because  of 
the  state’s  adherence  to  the  regime. 

since  the  volume  of  trade  among  advanced  industrial 
countries  represents  a large  portion  of  the  total  volume  of 
world  trade,  it  is  fair  to  suggest  that  the  strength  and 
effectiveness  of  the  world  trading  system  depend  largely  on 
the  support  of  major  states.  It  is  ironical,  however,  that 
they  are  also  among  the  most  frequent  users  of  safeguard 
measures  under  the  "escape  clause"  of  Article  XIX  of  the 
GATT.^^  let,  they  have  also  recognized  that  the  increasing 
use  of  safeguard  measures  could  undermine  the  GATT.  As  a 
result,  safeguards  were  a topic  of  one  of  the  fourteen 
negotiating  groups  established  under  a declaration  of  the 
Uruguay  Round.  Efforts  to  refine  the  rules  of  Article  XIX  and 
to  reduce  proliferation  of  unilateral  and  bilateral  agreements 
in  trade  have  been  initiated  in  the  Uruguay  Round.  The  VER  may 
appear  to  be  a necessity  to  maintain  the  stability  of  the 
regime  under  ecne  circumstances,  as  shown  in  the  case  of  the 
automobile  trade.  It  may  be  more  important  for  major  economic 
powers  to  resist  the  temptation  to  perpetuate  the  institution 
of  the  VER  to  avoid  the  erosion  of  the  international  trade 


The  author  recognizes  that  the  iindlngs  of  a single  case 
study  like  this  do  not  necessarily  have  universal  validity. 
The  question  of  the  extent  to  which  state  capacity  for  policy 
autonomy  is  constrained  by  domestic  politics  and  regime 
constraints  requires  more  empirical  study.  This  research  has 
attempted  to  sake  a case  for  the  explanatory  power  of  unit- 
level  analysis  without  necessarily  excluding  the  linkage 
between  domestic  and  international  determinants  that  help  to 
shape  international  regimes  and  facilitate  changes  in  them. 

As  more  knowledge 


interactions  between  the  state  and  international  regimes  is 
gained  through  more  empirical  studies,  we  nay  be  able  to  keep 
the  theory  of  international  regime  change  from  becoming  an 
academic  fad,  as  those  who  are  skeptical  about  international 
regimes  have  warned.^*  As  this  study  has  shown,  international 
regimes  have  great  potential  to  be  a source  in  both  theory  and 
practice  for  providing  international  order  in  various  issue 
areas  for  a world  that  is  becoming  politically  and 
economically  multilateral. 
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